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INSTRUCTIONS: Answer question one and any other two questions.
1. a) The following incomes related to Mr. Mak� Onyago for the year ended 31st December 2012.
Source 


Amount in Kshs.

Supermarket


3,000,000

Veve shop


500,000

Kiosk



(1,000,000)

Farming loss


(1,000,000)


Required.


Compute the taxable income of Mr. Mak� Onyago for the year of income 2012.











(5 Marks)

b) The rational of taxation can be decomposed into functions of state and purpose of taxation. Explain the purpose of taxation giving current examples.
(5 Marks)

c) The following information was obtained from the books of Faida Ltd for the year ended 31st December 2012.






Shs.


Profit after tax

           4,200,000


Divided paid


6,400,000


Divided received

1,500,000

Additional information.

i) A tax refund of shs. 360,000 was received by the company for the year ended 31st December 2012.

ii) Corporate tax rate @ 30%.

Required.

Compensating tax (if any) payable by Faida Ltd for the year ended 31st December 2012.











(5 Marks)
d) i) Define the term �tax planning�.





(2 Marks)

iii) Briefly explain circumstances (two) instances in which a business may apply the concept of tax planning.





(3 Marks)
e) X Ltd purchased a delivery van which weighed four tonnes at shs. 3,400,000 in the year 2012. He used it ¾ for business and ¼ privately.

Required.

Determine the wear and tear claimable for the delivery van.


(5 Marks)
SECTION TWO.

Quiz two.
2. Ali and Musa are in partnership trading as Alimusa Enterprises. They share profits and losses in the ratio of 2:3 for Ali and Musa respectively. The partners presented the following profits and loss account for the partnership for the year ended 31sst December 2010.
Ksh.


Sales




7,000,000

Closing stock



 
980,000

Rental income



            435,400

Dividend received (net)


 45,200

Foreign exchange gain


             45,800

Interest income (net)



100,000

Discount received



 70,000






  
8,678,400
Opening stock



            800,000

Purchase




3,400,000

Sales and wages



1,200,000

Insurance




240,000

Travelling expenses



156,000

Salaries to partners
: Ali


400,000




  Musa


600,000

Rents and rates



465,000

Interest expenses



1,560,000

Good will written off



100,000

Medical expenses for partners

            200,000

Legal expenses



120,200

Bank charges




76,400

Stamp duty




150,000

Loss on sale of equipment


16,000

VAT paid




32,600

Purchase of furniture



48,000

Depreciation




40,000






9,604,600

Net loss




(928,200)

Additional information.

1. On 1 April 2010 Kaka was admitted as a partner. He contributed Ksh. 800,000 as his share of capital and good will. The profit and loss sharing ratio was revised to 2:2:1 for Ali, Musa and Kaka respectively with effect from 1st April 2012. Kaka was not entitled to a salary for the year.

2. Interest expense comprised.

Interest on capital
:
Ali
400,000





Musa
360,000





Kaka
40,000

Interest on loan


560,000

Fridge benefits tax


200,000






1,560,000
3. All transactions relating to equipment and furniture occurred after 1st April 2010. All other revenues and expenses accrued evenly throughout the year.

Required.

i) Determine the adjusted profit or loss of the partnership for the year ended 31st December 2010.







(10 Marks)

ii) Allocate the profit and loss computed in (i) above amongst the partners.











(10 Marks)

Quiz three.
3. The management of Hekima Ltd has presented the following information relating to the Company�s sales and purchases for the half year ended 30th June 2012.

Month

Purchases
 
Sales




�Kshs�

            �Kshs�

January

1,800,000

1,600,000

February 

840,000

1,860,000

March

Nil


470,000

April

680,000

Nil

May

1,000,000

1,200,000

June 

1,500,000

2,400,000

Additional information.

1. The composition of each month�s sales were as follows:
Standard rate sales

92%

Exempt sales


4%

Export sales


4%

2. 5% of all purchases were made from suppliers who were not registered for VAT.
3. Under declared VAT as at 1 January 2012 amounted to Ksh. 25,000.

4. The company issued debit notes amounting to Ksh.50,000 in the month of February 2012, and received credit notes amounting to Ksh.76,000 in the month of May 2012. These debit and credit notes vacated to vat able supplies at the standard rate.

5. One of the customers who purchased supplies worth Kshs.120,000 in May 2012 at the standard rate was declared bankrupt on 15 June 2012.

6. The above transactions are exclusive of VAT.

Required.

i) Prepare a VAT account for the six months period ended 30th June 2012.











(15 Marks)

ii) Show the net VAT payable or refundable.




(5 Marks)

Quiz four.
4. a) Explain circumstances that might trigger a tax audit by Kenya revenue authority.










(10 Marks)

b) Ms. Dama a builder constructed an industrial building for shs. 60,000,000 and later sold it to Ms Eunice for shs. 70,000,000.

Required.

i) Determine the qualifying cost of the building for industrial building deduction.










(5 Marks)

ii) Suppose Ms. Eunice sold the above mentioned building before use to Mr. Otieno for Ksh 80,000,000. Determine the qualifying cost of the building for industrial building allowance for Mr. Otieno.




(5 Marks)
Quiz five.
5. a) Distinguish between the taxation of trade associations and clubs.
(10 Marks)

b) On a number of occasions, the revenue authority of your country has been unable to meet its tax targets. Explain five factors that could have contributed to the failure by the revenue authority.






(10 Marks)
