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     TIME: 2 HOURS

Instructions: Answer Question ONE and any other TWO Questions.



Show all your workings. Do not write on the Question paper.
RATES OF TAX (Including wife’s employment, self employment and professional income rates of tax).

Year of Income 2013.

	Monthly taxable pay

(shillings)
	Annual taxable pay

(shillings)
	Rates of tax % in each shilling

	1
	-
	10,164
	1
	-
	121,968
	10%

	10,165
	-
	19,740
	121,969
	-
	236,880
	15%

	19,741
	-
	29,316
	236,881
	-
	351,792
	20%

	29,317
	-
	38,892
	351,793
	-
	466,704
	25%

	Excess over
	-
	38,892
	Excess over
	-
	466,704
	30%


Personal relief Shs. 1,162 per month (Shs. 13,944 per annum)

	
	
	Prescribed benefit rates of motor vehicles provided by employer

	
	
	
	
	
	
	

	
	
	
	
	
	Monthly rates 

(Sh.)
	Annual rates 

(Sh.)

	Capital allowances:
	(i)
	Saloon, Hatch Backs and Estates
	
	
	

	Wear and tear allowances
	
	Upto
	-
	1200 cc
	
	3,600
	43,200

	Class I
	37.5%
	
	1201
	-
	1500 cc
	
	4,200
	50,400

	Class II
	30%
	
	1501
	-
	1750 cc
	
	5,800
	69,600

	Class III
	25%
	
	1751
	-
	2000 cc
	
	7,200
	86,400

	Class IV
Software
	12.5%
20%


	
	2001
	-
	3000 cc
	
	8,600
	103,200

	Industrial building allowance:
	
	Over
	-
	3000 cc
	
	14,400
	172,800

	   Up to 2009

   From 1 Jan. 2010
	2.5%
10%
	(ii)
	Pick-ups, Panel Van (Unconverted)
	
	
	

	   Hotels
   Hotels/Education 

   From 1 Jan. 2010 –

  Commercial building:

  (show room, shop and        office)
	10%
50%

25%
	
	Upto
	
	1750 cc
	
	3,600
	43,200

	Farm works allowance
	100%
	
	Over
	
	1750 cc
	
	4,200
	50,400

	Investment deduction allowance:
	
	
	
	
	
	
	

	   2003          -
	70%
	(iii)
	Land Rovers/Cruisers
	
	7,200
	86,400

	   2004 to date         -
	100%
	
	OR 2% of the initial capital cost of the vehicle for each month, whichever is higher.

	
	
	
	
	
	
	
	
	

	Shipping investment deduction 40%
	
	
	
	
	
	
	

	Mining allowance:
	
	
	
	
	
	
	

	Year 1
	40%
	
	
	
	
	
	
	

	Year 2 - 7
	10%
	
	
	
	
	
	
	


Commissioner’s prescribed benefit rates

Services






Monthly rates
Annual rates









Sh.


Sh.

(i)
Electricity (Communal or from a generator)

1,500


18,000

(ii)
Water (Communal or from a borehole)

    500


   6,000

(iii)
Provision of furniture (1% of cost to employer)


If hired, the cost of hire should be brought to charge

(iv)
Telephone (Landline and mobile phones)


30% of bills

Agricultural employees: Reduced rates of benefits

(i)
Water






200


2,400

(ii)
Electricity





900


10,800

Low interest rate employment benefit:

The benefit is the difference between the interest charged by the employer and the prescribed rate of interest.

Other benefits:

Other benefits, for example servants, security, staff meals etc are taxable at the higher of fair market value and actual cost to employer.

The current VAT rate is 16%

QUESTION ONE 
(a) Identify and briefly explain any TWO types/kinds of taxes.


(4 marks)

(b) Briefly explain any TWO sources of public revenue other than taxes.
(4 marks)

(c) “The raising of the revenue is not the only purpose for which taxes are levied. The taxes are levied for various purposes”. Identify and explain any other THREE purposes of tax.










(6 marks)

(d) Briefly explain the following alternative principles that may be applied in the equitable distribution of the tax burden:

(i) The benefit principle.






(2 marks)

(ii) The ability to pay principle.





(2 marks)

(iii) The cost of service principle.





(2 marks)

(e) Identify and explain any FIVE principles of an optimal tax system.

(10 marks)

(Total: 30 marks)

QUESTION TWO 
(a)
Explain the reasons why, for a particular year of income, the total income received is usually different from total taxable income.




(4 marks)

(b)
Mr. Somji Patel is a mechanical engineer by profession.  He has provided you with the following details of his income for the year 2014.

	1.
	
	Shs.
	Shs.

	
	Practice fees

Less expenditure:

Salary to support staff

Salary to self

Interest on bank loan

Repayment of bank loan

Stationery and postage

Rent 

Traveling expenses

Subscription to the Engineers Institute

Single business permit

Practice loss
	216,000

1,560,000

135,000

480,000

84,000

408,000

72,000

10,000

     20,000  
	2,820,000

2,985,000

(165,000)


PAYE on salary to self of Shs.444,600 has been paid to the Income Tax Department.

2.
Mr. Somji Patel previously worked for KK Engineers until 31 December 2013 when he proceeded on terminal leave for six months ending 30 June 2014.  During the period of terminal leave, the company paid him a salary of sh.120,000 per month and provided him with a free house.  The company recovered a nominal 5% of his basic salary towards his housing.  The house has a market rental value of Sh.30,000 per month.  PAYE of Sh.34,000 was deducted from his salary and paid to the Income Tax Department every month.

3.
KK Engineers provides a generous pension scheme and Mr. Patel retired on 30 June 2014 with a pension of Sh.18,000 per month.  PAYE of sh.2,500 is deducted from the pension every month.

4.
Mr. Somji Patel owned 30,000 shares of Barclays Bank of Kenya Ltd.  The Company paid him a dividend of Sh.150,000 (net) in 2014.

5.
In July 2014, he obtained a loan from Kenya Building Society and purchased a house at a cost of Sh.2,400,000 in Buruburu which he occupied immediately.  By the end of the year 2014, he had paid mortgage interest amounting to Sh.180,000.

6.
Mrs. Patel is a nurse at Tender Care hospital earning a salary o Sh.30,000 per month.  (PAYE of Sh.4,860 per month was deducted).

Required:
(i)
Compute Mr. Patel’s taxable income of the year 2014.


(8 marks)

(ii)
Compute the income tax payable for the year 2014.



(4 marks)

(iii)
When is the tax you have computed in (ii) above payable?


(1 mark)

(iv)
Comment on any information you have not used or any assumptions you have made.












(3 marks)










(Total: 20 marks)
QUESTION THREE 
(a)
Using two examples in each case, differentiate between allowable and non-allowable expenses under the Income Tax Act.






(4 marks)

(b)
The directors of PQR Limited have presented you with the following income statement for the year ended 31 December 2014:

	
	Shs.
	Shs.

	Gross profit

Less: Operating expenses

Salaries and wages

Reserves for contingencies

Hire purchase interest

Laundry expenses

Legal and professional fees

Depreciation

Dividends paid

Repairs and maintenance

Insurance premiums

VAT paid

Bad and doubtful debts

Advertising

Bank charges

Water and electricity

Rent and rates

Subscriptions and donations

Telephone and postage

Sundry expenses

Motor vehicle running expenses

Net profit
	8,000,000

1,580,000

413,000

434,000

400,000

2,450,000

1,600,000

872,000

320,000

168,000

228,000

1,200,000

170,000

1,200,000

3,020,000

371,000

1,204,000

600,000

2,300,000


	29,826,000

26,530,000
3,296,000


Additional information:
1.
Salaries and wages include Sh.66,000 paid to the Income Tax Department as penalties and interest on delayed submission of PAYE deductions.

2.
Hire purchase interest relates to loans obtained to purchase a delivery van sh.146,000 and the Chairman’s personal car Sh.267,000.

3.
The company directors and senior managers are given free laundry services at the company’s laundry.  The cost of cleaning their personal clothing for the year ended 31 December 2014 was sh.133,000.

4.
Legal and professional expenses include sh.146,000 incurred while defending the Managing Director in a private suit against him.

5.
Repairs and maintenance include the cost of acquiring a second hand laundry machine for sh.167,000.

6.
Bad and doubtful debts are made up of a 10% general provision against the debtors balance as at 31 December 2014 and a full provision of Sh.93,000 owed by Orient Finance Ltd. that has been placed under receivership.  The debtors balance as at 31 December 2014 was Sh.1,350,000.

7.
Subscriptions and donations comprise:











Shs.



Subscription to Rhino golf Club for the Managing Director

260,000



Subscription to the Chamber of Manufacturing and Commerce
  63,500



Donation of books to the Watoto School for the Handicapped
  35,000



Annual subscription for Finance Manager paid to the Institute of



Certified Public Accountants of Kenya



  12,500

8.
Sundry expenses include sh.263,000 paid to Health Africa for the Managing Director’s medical cover.  He is the only one in the company covered by the medical scheme.

9.
Wear and tear allowances for the year ended 31 December 2014 have been agreed at Sh.4,320,000.

Required:
(i)
PQR Ltd.’s adjusted profit (or loss) for tax purposes for the year ended 31 December 2014.








         (14 marks)

(ii)
Corporation tax (if any) payable by PQR Ltd. for the year ended 31 December 2014.
         









(2 marks)

 (Total: 20 marks)
QUESTION FOUR

On 1 January 2010, Patel Manufacturers Limited commenced business at Eldoret Municipality with the following assets:

	
	Shs.

	Goodwill

Land

Buildings (industrial)

Plant fixed to the buildings

Heavy duty fork lifts

Three transit goods prime movers

Mitsubishi Pajero vehicle for use by the Managing Director

Peugeot 504 pick-up

Security wall

Workers quarters

Boilers

Furniture and fittings

Milling machines
	600,000

24,000,000

51,000,000

7,200,000

4,950,000

5,910,000

3,960,000

1,750,000

1,200,000

18,000,000

6,000,000

3,600,000

37,500,000


Additional information:
1.
The following assets were acquired in the year ended 31 December 2011:

	
	Sh.

	V W Passat car for the Finance Manager

Toyota Hilux Pick-up

One tractor

Executive desks for departmental heads
	2,200,000

2,300,000

3,200,000

900,000


2.
In the year ended 31 December 2011, the following assets were sold:

	
	Sales proceeds (Sh.)

	One fork lift

One transit goods prime mover

Furniture

Milling machines
	1,200,000

1,500,000

600,000

8,000,000


3.
In the year ended 31 December 2012, the following assets were acquired or constructed:

	
	Shs.

	Land

Buildings extensions

Additional conveyor fixed to the building

Staff bus

Drilled borehole

Computers
	6,000,000

12,000,000

1,000,000

5,500,000

1,900,000

3,600,000


Required:
Capital allowances for the years ended 31 December 2010, 2011 and 2012.
                                                                                                     
      








(Total: 20 marks)
QUESTION FIVE
(a)
(i)
Distinguish between a direct and indirect tax.


(4 marks)


(ii)
Is Value Added Tax (VAT) a direct or indirect tax?  Explain.
(2 marks)

(b)
What are the rules governing the payment of VAT?  Specify the additional tax that may arise from failure to comply with those rules.



(6 marks)

(c)
(i)
Mr. Mali Mingi is a hardware merchant.  He purchases cement from Athi Cement Ltd. which he then sells to his customers.  Both Mali Mingi and Athi Cement Ltd. require a profit margin of 20% on cost.  Cement attracts 16% VAT. If the cost of production by Athi Cement Ltd. is Sh.400 per bag of 50Kg. At what price should Mali Mingi sell a bag of cement including VAT?   


(5 marks)

(ii)
What VAT is payable to the Collector of VAT by Mr. Mali Mingi per 50 Kilogramme bag?






(3 marks)

     (Total: 20 marks)
JARAMOGI OGINGA ODINGA UNIVERSITY OF SCIENCE AND TECHNOLOGY

BUSIA LEARNING CENTRE

BACHELOR OF BUSINESS ADMINISTRATION

Course Code:

ABA 301:  
Course Title:
Principles of Taxation (42/0: C.F. 3.0) Y3: Sunday 4.00 p.m. – 7.00 p.m.)

Course Instructor:
Nyakundi D.O.; Cellphone No. 0721489443; Email ndonganga@yahoo.com
Course Purpose


The course introduces the rules and regulations relating to taxation, taxable income,

taxable persons and computation of tax.

Expected Learning Outcomes

At the end of the course, students should be able to:

1. Explain the scope and rationale of taxation.

2. Explain the various theories of taxation.

3. Identify various sources of taxation.

4. Provide tax advice.

Course Contents

1.
Basic concepts and purposes of taxation.

2.
Principles of an optimal tax system. 

3.
The problem of justice in taxation; 

· Cost of service or purchase theory, 

· Benefit theory. 

· Theory of equal sacrifice, 

· Ability theory.

4.
Types of taxes, current practices in taxation, specified sources of taxation,

determination of taxable income, tax liability and tax payment.

5.
Application of tax laws to individuals, partnerships and corporations; Gains or profit from business; deductions allowed, deductions not allowed, receipts not considered income for tax purposes (exempt incomes)

6.
Capital allowances or capital deductions, investment allowances 

Teaching Methodology:

Lectures, tutorials and discussion, problem solving and exercises.

Instructional Materials/Equipment

Class with visual aids
Course Assessment/Student Performance

Continuous Assessment: 30%
Examination: 70%

(Grading as detailed under examination regulations)

Recommended Readings

1.
Simiyu, NTT: Taxation in Kenya Principles & Practice; 4th Edition

2.
Simiyu, NTT: Taxation in Kenya Principles, Practice & Case Law

Additional Readings

1.
The Taxation of Equity Derivatives and Structured Products/edited by Tony Rumble, - London: Palgrave Macmillan, 2002.

2.
Stack, EM, Crouje, M and Hamel, EH: The Taxation of Individuals and Companies – 15th ed. Durban: Buttleworths, 2001.

