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TIME:  1.5 HOURS
INSTRUCTIONS:  
 Answer Questions ONE and Any other TWO Questions
Question One (30 Marks)
a)
Why does the Government impose tax on individual and business organization.

[7 marks]
b)
List and explain briefly six characteristics of a good tax system.
[7 marks]

c)
Write short notes on:

i. Tax incident and tax impact

[4 marks]

ii. Tax evasion and tax avoidance
[4 marks]

iii. Hidden taxes and negative taxes
[4 marks]

iv. Direct tax and indirect taxes

[4 marks]

Question Two (15 Marks)
You have obtained the following information from the records of Moel ltd, a registered VAT payer.
	2016 May 2nd 
	Sold goods on credit to lupita ltd. Ksh. 150,00

	2016 May 4th 
	Sold goods on credit to Mapema ltd Ksh. 220,000

	2016 May 10th 
	Bought goods on credit from Masaai ltd Ksh. 400,000

	2016 May 12th 
	Bought goods on credit from Munene ltd Ksh. 190,00

	2016 May 16th 
	Bought goods on credit from Lukasa ltd. Ksh. 50,000

	2016 May 23rd 
	Sold goods on credit to Koko ltd Ksh. 80,000

	2016 May 31st 
	Sold goods on credit to Major ltd Ksh. 140,000

	2016 May 31st 
	Bought goods on credit from Mike ltd Ksh. 60,000


Additional information:

i. VAT rate appolicable to both purchase and sales is 16%

ii. Sales and purchases prices are not inclusive of VAT 

iii. By 26th june 2016, the meel ltd compay had not filed VAT returns


Required:

a) VAT account and VAT payable.
[15 marks]

Question Three (15 Marks)
Jacob, a manager at homes ltd in 2016 monthly salary is as shown below:
	Salary 
	36000

	Car allowance 
	7000

	Mileage allowance (business)
	8000

	Deductions:
	

	Service charge 
	200

	Cooperative loan 
	5000

	PAYE 
	15000

	NSSF 
	80

	NHIF 
	400

	House allowance (principal 30 m)
	20000


House loan of 3000000 interest is 8%, while market rate is 12.50%.

Required:

Calculate the taxable income at tax leasibility for Mr. Jacob 2016.
[15 marks]

Question Four (15 Marks)
Mahindi started business in 2010, and less not been filling tax returns the KRA for the least six years to 31st 2016. KRA has instituted tax investigation which revealed the following:
Balance sheet as at 31-12-201

	Assets 
	(000)
	Liabilities 
	(000)

	Premises 
	2000
	Capital 
	3000

	Furniture 
	1000
	Net profit 
	300

	Vehicle 
	500
	Drawings 
	500

	Stock 
	250
	Loan 
	1000

	Debtors 
	160
	Creditor 
	200

	Bank 
	81
	
	

	Cash 
	9
	
	


	
	4000
	
	4000


Following balances were also outstanding for the respective years.
	
	2011
	2012
	2013
	2014
	2015

	
	(000)
	(000)
	(000)
	(000)
	(000)

	Premises 
	___
	___
	___
	___
	___

	Debtors 
	173
	190
	208
	232.5
	253.5

	Bank 
	109
	194
	281
	409.5
	(32)

	Creditors 
	230
	241
	253
	272
	291.5

	Cash 
	10
	10
	10
	10
	10

	Stuck 
	255
	302.5
	332.5
	366
	402.5

	Savings 
	300
	900
	100
	725
	750

	Interest earned 
	25
	75
	90
	70
	60

	Drawings 
	5
	5
	5
	5
	5

	Loan repayment 
	250
	250
	250
	_
	_

	Interest expenses (dod)
	100
	75
	50
	25
	157.5

	Wear & tear allowance 
	155
	130.5
	109.5
	73
	600

	Long expenses 
	300
	400
	450
	500
	


Required:

Annual taxable income 2010-2015.

[15 marks]
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