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JOMO KENYATTA UNIVERSITY OF AGRICULTURE AND TECHNOLOGY
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HPS 2314: ELEMENTS OF TAXATION  
DATE: AUGUST 2017	                                                                      TIME: 2 HOURS
INSTRUCTIONS: ANSWER QUESTION ONE (COMPULSORY) AND ANY OTHER TWO QUESTIONS

QUESTION ONE

a)	Distinguish between direct and indirect taxes. State and explain three 	characteristics that make the two taxes differ in their equity effects
	 (8 marks)

b)	Briefly state and discuss five functions of government (5 marks)

c)	With the introduction of the self-assessment tax system in 1992 in Kenya 	the Commissioner of Domestic Taxes (CDT) does not raise assessments 	or send notices to tax payers except in two circumstances. State and 	explain these two circumstances (4 marks)

d)	Joshua Mwaura is employed by BIDCO Kenya ltd. the company paid him 	a basic salary of Kshs 8,400,000 in 2016. In addition the company 	provided him with a furnished house in Runda, Nairobi, where the 	company paid his rent at Kshs112,000 per month. The furniture in the 	house cost the company Kshs 1,344,000. Mr. Mwaura uses the company 	car that cost Kshs4,900,000. The company paid his telephone bill of 	Kshs336,000 in 2016. Mr. Mwaura contributed Kshs42,000 per month 	from his employment income towards his pension to a registered pension 	scheme and Kshs140,000 for the whole year as life insurance premiums. 

	Required;

	Calculate Mr. Mwaura’s

	i)	Taxable income (6 marks)
	ii)	Tax liability (3 marks)

e)	Under the income Tax Act (ITA), briefly explain any FOUR offences that 	may be committed by a tax-payer (4 marks)







QUESTION TWO 

a)	What do you understand by the following terminologies as these relate to 	Value Added Tax (VAT)

i)	Tax invoice (2 marks)
ii)	Credit notes (2 marks)
iii)	Reverse charge (2 marks)

b)	Elementeita Weavers purchased raw materials at Kshs1,500,000 	inclusive of VAT. The company then incurred conversion cost at 40% of 	the material cost. The profit mark-up was 40% of the total cost. Finished 	products were sold to Africa Heritage ltd who modified the products at a 	conversion cost of 50% of the cost they acquired these. Africa Heritage ltd 	sold these products to a retailer at a mark-up was 10% of the cost. The 	retailer sold the products to the final consumers at a profit of 30%.

	Required;

	Assuming that VAT was charged at 165 on all products, compute the 	total VAT payable (14 marks)

QUESTION THREE

The government puts in a place a good tax system (set of all taxes) to achieve set objectives. How does the Kenya tax system score against the principles of a good tax system (20 marks)

QUESTION FOUR 

a)	Section 16 of the Income Tax Act (ITA) disallows any depreciation and 	capital losses of non-current assets. The section has instead a scheme of 	capital allowances for business persons. What three purposes does this 	scheme serve (6 marks)

b)	Given below are non-current assets of Venture Traders ltd, a company 	that has been trading for several years as at 1 January 2016.

				Kshs
Goodwill 			400,000
Land				16,000,000
Buildings			34,000,000
Tractors 			3,300,000
Lorries 			3,940,000
Furniture 			2,400,000
Milling machines		25,000,000


Mercedes benz		2,640,000
Security wall 		800,000
Workers quarters 		12,000,000
Boilers 			4,000,000
Sorter and conveyor 	2,300,000
Office equipment		1,200,000

Additional information;

1)	The company acquired the following assets during the years:


					Kshs
Peugeot 504 saloon 		1,750,000
Delivery van 			1,532,000
Office equipment 			830,000
Tractor 				3,540,000
Desk 					190,000

2)	The company sold the following assets during the year:

					Kshs
Tractor 				1,200,000
Furniture 				500,000
Office equipment			700,000
Lorry 					600,000
Milling machine 			2,000,000

Required;

Calculate the wear the tear allowances as at 31 December 2016, assuming that the opening balances have been agreed upon by he CDT. Show the Written Down Values (WDV) at the end of the period (14 marks)

QUESTION FIVE 

a)	The Kenya Revenue Authority has several methods of collecting tax, 	including tax collection at source. State and explain any two methods of 	tax collection at source (8 marks)

b)	Company XYZ had a tax liability of Kshs560,000 in the year of income 	2016. Determine the total instalment tax for the company in 2017, 	indicating when these are due (6 marks)









c)	Company ABC ltd has the following information;

						Kshs
Profit before tax 				14,700,000
Dividend paid 				22,400,000
Dividend received 				525,000
Tax refund from previous period	600,000
Tax rate 					30%

Required;

Prepare a Dividend Tax Account and determine compensating tax payable, if any by the company (6 marks) 
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