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CCP PART 1 SECTION 2

PUBLIC FINANCE AND TAXATION
WEDNESDAY: 24 May 2017. Time Allowed: 3 hours,

-
Amswer ALL guestions, Marks allocated to each guestion are shown al the end of the question. Show ALL your
workings. Any assumpiions made must be clearly und concisely stated,

RATES OF TAX (Including wife’s employment, self-employment and professional income rates of tax).
Year of income 2006,

Monthly taxalle pay Annual xable pay Hate of tax
i{5h.) {=h.d %% in cach 5h,
1 = 1ki64 1 - 121,58 bO%%
10,565 = 1T 21,560 = 116,880 i5%
19,741 = 20316 216,881 = 351,792 20%%
03T - 3E,892 351,793 - 465,704 5%
Excessover - 35,892 Excess gver - 466,704 0%

Personal refiel $h.1.162 per month (5h.13.944 per annum}

Preseribed henefit rates of motor vehicles provided by employer
Monthly rates  Annual rates

(Sh.) (5h.)
Capital allowanee: {1} Saloons, Hatch Backs and Estates
Wenr and tear sllowance: Up to 1200 ec 3,600 43,200
Class | 37.5% 12401 150W) o 4,200 50,400
Clazz 11 AP | 5dk] I730ec 5,800 G5 6]
Clage 11 2 5% 1751 2000 ce T2 Ra.d00
Class 1A I 2.5% 2001 2000 co LR 1403, 200
Software el Cher 000 oe i4.400 172,504
Industrial building allowance:
Up to 2009 2.5%
From 1 January 2010 0%
Hatels 10%%
Hostels'Education buildings: - 50%%
Frreim 1 Janiary 201(-
Commercin] building:
i Shop, office or.show moom] 5%
Farm works allowance 10094 (i) Pick-ups, Panel Wans {unconverisd)
Investment deduction allowance 10 Hpto 1750 o8 3,000 43,200
Over 175 ce 4,260 A400
(1ii} Land Rovers/Crulsers 7,200 B 400
Shipping investment deduction s
Mining allowance:
Year 1 - 4%y
Years 2 -7 = 10%
Commissioner’s prescribed bonelin rates
Monthly rafes Annual rates
Services Sh. Sh.
{iy  Electricity {Communal or from & generator) | 500 15,000
iy Water (Communal or from a borehole) St &,000
Agriculture employees: Reduced rates of benefits
(i Waler 200 -l
{iiy  Electricity Qa0 OB
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QUESTION ONE

[a}

{b)

(e}

i

Distinguish between “division of revenue” and “allocation of revenue” & used in revenue management at national and
county goveriment levels, {4 marks)

Cutline five roles played by the county head of internal audit services in refation to public finance managesment.
15 marks)

During @ recent seminar on “overview of public finance and management”, a senior National Treasury official
remarked that, “there has been a very low budget absorption capacity by the county governments™.

I relation to the above statement;
i Explain the meaning of “low budget absorption capacity™. {2 marks]
(i) Identify three passible causes of low budget absorption capacity {3 minrks)

-
The Commission on Revenue Allocation (CRA) is supposed 1o ensure equitable sharing of national revenue.

Discuss three parameters used by the Commission in sharing revenue among county GOVETTIMERS. of thicir equivalem
iy yOUr country. i mrarks )
i Total: 20 marks)

QUESTION TWO

{#)

bk

(=)

Explain the following terms as used under the Public Procurement and Asset Disposal Act, 2015
(il Elecirame reverse auction, [ 2-maorks)

(i1 Framework agreement. (2 marks)

Accarding to the Public Procurement and Asset Disposal Act. 2015 the coumy treasury is pequired 1o establish 4
procurement functiomn.

In relation 1o the above provision, outline six respeonsibilities of the county govemment, procurement funstion,
(6 marks)

John Mpumalangs is 2 irader registercd for value added tax (VAT), He also offers consullaney services fos clients af o
fee, He has provided vou with the following information relating 1o his business for the month of March 2017

Sh.

Consultancy fee, Local clienas | 5R7.200
Clients in the Democratic Republic of Congo 389375

Saleof goads:  Expons A00,000
Local market 3,200, 0040

E-rrail and webhosting expenses 2, O
Legnl fees incurred {8, MR
Import of goods for resuls (Cost, insurance and freighth 250 (W
Consultancy fee: Client with goods on transit SO0, TR
Phatocopying cists Q0,000
Audit fee paid 260,000
Purchases; Lero rated 250,000
Standard raje MO0

Sales [Exempt) G20, O

Additional information:

I On {he goods imported for resale, Jobn incurred tmmsport cost of Sh.50,000 and repackaging cost of
Sh. 20,000 before adding a mark-up of 20% and later selling them as part of exports.

The exempt sales hud been purchased at standard rate and constituted 25% of the baich.

On 13 March 2017, a customer owing Sh.45,000 was declared bankrupt.

Johi received credit notes of Sh.25,.000 and sent out debit notes of Sh, 50,000 during the month.

This rate of customs duly was 25%;

Ln;ﬁ-'ﬂ.-—'i!-l

Al the sbove transuctions are quoted exclusive of VAT at the rte of 1 6% where applicable.

Required:
Compute the valug added tax (¥ AT) payable by (or refundable o) John Mpumalanga fior the month of March 2017,
(10 marks)
{ Fotak: 20 marks)
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The company purchased the following assets on 1 May 2016:

S
Furniture 28,000
Toyota Land Cruiser {for the Birectar) 3, 20,000
Packnging moching |, 500,000
Spfoon car 1 800,000
Boglers i, 000
Y armiha motor cycles 220,000
SeaAnners 140,000
Wheel barrows 360,000
Additional information:
ik A staff clinic was construected at the cost of Sha2,600,000 ang wtilised with effect from 1 October 2016
& Ome of the delivery vans was involved in an sccidént on 3 February 2016 pnd was written off. The insurance
company paid Sh.1,400,000 as full compensation on 10 December 2016,
1. A borehole was drilled a1 e cost of ShiE00,000 and wtilised with affect fram | July 2016,

The company constructed a ficlory ektension at a cost of Sh.1,200,000. The extension was pul in use on
| March 2016 afler a power generator costing Sh.380,000 was installed.

Requi red:
Capital allowances due 1o Kiwandn Lid. for the year ended 31 Decemnber 2005 and 2016 [12 miarks)
(Total; 20 marks)
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QUESTION FOLR
ia) During a tax seminar, o facilitator poted that “ene of the current challenges facing the revenue authority is filure to
collegt the torgeted revenue set out in the natiomal edger”,
Summarise four measures undertaken by the revenue muthority to enhance reverue collection in your country.(4 marks) -
b Argue four cases against indirect taxes imposed in your country. {4 marks}

(e Philip Kiteher is emploved as a sales manager by Salama Company Lid. He has provided the following information
relating to his income for the year ended 31 December 2016

I Basic salary Sh,250,000 per month (PAYE Sh.38,500 per month).

i He is housed by the emplover in a fully furnished house (cost of fumiture 5h,280,000). The imirkel réntil
vl of the hotse is ShoA3 M4 per month,

3 He was provided with & company car, 2200 cc which cost the company Sh.2,004.000 in 2014, Itis estimated
that 75% af the mileage covered by the cor related 1o oflieind doties. 1

4. The emplover has & medical scheme for top managers. The employer paid o medical Bill of Sh.220.(K) for
Philip's 10 yéar ofd daughter duning the year

5 He received 20,000 shares from the company at & price of $h30 per share. The par value per share is Sha2
whilelhe market price at (he tme was Sh.3% per share.

. On [ July 2016, be received a construction mongage loan of 5h.3.000.000 at an interest rate of 1% per

annum from Mjenge Housing Finance Company 1o construct a residential house.  He constructed the
residential hiouse and moved inon | Seplenber 2004,
: He received a bomus of 396 of his basic pay during the year for exemplary performance.
8. The company paid his son’s school fees amounting to Sh 240,000 for the year. This amount was treated s
un allowable expense in the gmployer’s books of account.
. He contributed Sh.32,000 wwwards 4 registered pension scheme,
I, On 1 May 2016, he started an auto spares shop. The shop made a net loss of Sh.200.000 during the year.
This was after deducting the cost of fixteres Sh.80,000, salary to his son who operated the shop Sh.60.000
and operating expenses Sh | B0 0H,

il He earned professional fees of 195,000 {net) from his part-time prisgtice.,

Required:

il Taxable income of Philip Kitcher for the year ended 31 Decermber 2016. {1k marks]
{1 Tax liability (if-aty) from the income computed in (2) (1) above. 2 mrarks)

{Totnl; 20 marks)

QUESTION FIVE

{n) The imposition of peraliics under various tax legislstion & meant 10 achieve cerlain objectives.

In relation o the abowe statesient.

i Fdentify two ohjectivies of imposing tax penaltics. 2 marks)
(i} Assess twio circumstances under whish the imposition of penalties miight not achieve the intended obfectives.
{2 marksl
(b Outline four circumstunces under which value added tax {VAT) couid be refunded, (3 marks)
ic) Kiwanda Lid, commienced manufacturing leather bags on 2 January 2085 after incurring the following expenditure:
Sh.
Factory building SLR00 W
Processing machinory 2,040,000
Compuers 450,000
Conveyor belts 300,000
Stuff canteen IR0, 000
Drelivery vans 5,200,000
Bewerage system e 0
Warehowse ek, GO0
Heating plami §L7 0, D
Sparts pavilion B0, e
Lonse tools 120 AWHY
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The company purchased the following assets on | May 2016:

5h,

Fuarmniturg 20000

Tovoda Land Cruiser (for the Dirsctor) 3,200.000

Packaging machine 1, 500000

Saloon car I, B00.000

Baoilers ELURE

Yamahis molor cyvcles 20000

Scanmers b nn

Whieel bamrinws 60,000

Addditional informatian:

1 A stafl chinic was constructed a8 the cost of Sh-2.600,000 and utilised with etfect from | Octobes 2016,

2, One 6F the delivery vans was involved in an accident on 3 February 2016 and was writtes off. The insarance
company paid Sh T 400000 a5 full compensation on 10 Deceimber 201G,

s A barehole was dnlled ot a cost 'of ShoE00,000 and uilised with effect from 1 July 2076

4 The company constructed a factory extension at a cost of Sh,1,200,000. The extension was put in use on
I March 2016 aftera power generator costing Sh. 380 (6K was installed.

Required:

Capital allowances due 1o Kiwanda Lid. for the year ended 31 December 2015 and 2016 {12 marks)

(Total: 20 marks)
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