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QUESTION ONE
a) State any five reasons why government levies taxes (5mks)

b) Give advantages of direct taxes (3mks)

¢) Distinguish between Absolute taxable capacity and Relative taxable capacity (3mks)

d) List any three instruments chargeable to stamp duty (3mks)

¢) Describe dumping in the context of taxation (3mks)

f) MrsJanet Mbugua is a professional medical doctor practicing in Nairobi. Given below are the financial details
of her clinic for the year ended 31 December 2020.

KShs.
Gross professional fees received 3,000,000
Director fees received (deductions at source) 360,000
Interest income from AJ Bank Ltd-Gross 72,000
Dividend income (net) 102,000
Subscriptions to professional association and publications 60,000
Donations to destitute children's home 30,000
Subscription to wildlife Magazine 6,000
Debit collection (patients) expenses 18,000
Wages for clinic assistant 360,000
Replacement of clinic instruments 120,000
Rent for clinic premises 420,000
Electricity and water for clinic 120,000
General expenses - clinic 210,000
Car hire expenses for use in practice 150,000
Uniform for staff 115.000
Payment of school fees for own children 120,000
Terminal benefits paid to retired receptionists \ 50,000
Contributions to registered provident fimd-self 180,000
Payment of life insurance premium - self 60,000
Depreciation on flumifure - clinie 36,000
Rents received from sub-rentals 42,000
Rent collection expenses 6,000
‘Wages paid 10 cleaners and watchman - clinic 150000
Tarmacking of drive-way-personal residence 240,000
Additional servant quarters residence 420,000

Required:
a) Taxableimomeoers.JarﬁMbuguafortheywem]edBIDeoanber2()l6(8M1ks)
b) Tax liability of Mirs Janet Mbugua (4Mirks)
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has been placed under receivership. The Debtors balance as at 31 December 2014 was Sh.

1,350,000.
7) Subscriptions and donations comprise:

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 Certifies Public
Accountants of Kenya 12,000

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 profiteer loss) for tax purposes for the year ended 31 December 2013. (8marks)
ii) Corporation tax (if any) payable by PQR Ltd. For the year ended 31December 2013. (2 marks)

QUESTION FOUR (b)
Write short notes on the following)
i.  Dimunitive in value allowance 2mks
ii.  Shipping deduction 2mks
1i1. Investment allowance 3Imks
iv.  Industrial building allowance 3mks
QUESTION FIVE

a) John Mwau practices mixed farming and closes his books on 31st December every year. He has provided the
following income and expenses summary for the year ended 31% December 2020

Income: sh
Sale of milk to Maziwa Dairies 154,750
Sale of vegetables 136,500
Sale of broilers to Chicken World Ltd. 457,500
Sale of sheep and heifers 138,000
Cale of firewood 116.500
Total income 403250
Expenses: Sh.
Fertilizers 19000
Pesticides 15500
Seeds 13600

Planting of tea seedlings 111100



Motor vehicle expenses (pick-up) 118000
Insurance for farm works 16900
Agricultural shows expenses 113300
Salaries and wages for employees 142000
Vaccines for livestock 18800
Electricity and water 16600
Purchase of chicks 158500
Animal Wood shavings and saw dust (for poultry) 12400
Construct of water storage tank 123500
Construction of chicken sheds 190000
Loan repayment - Famers SACCO Ltd 131200
Interest on loan - Farmers SACCO Litd 110680
Repairs on dairy sheds and fences 16,000
Value of goats killed by a leopard 111,000
‘Wages for Mwau's house girl 13,300
Mwau's personal accident insurance 12,300

Bad debts written off 17,750

School fees for Mr. Mwau's children 300,00

Depreciation - motor vehicles 28.550
Total expenses 493140

Net loss (39.890)

Additional information:
1. Insurance for farm works includes cover for Mwau's household items amounting to Sh. 11,900
2. Mr. Mwau received Sh.12,500 dividend, net of withholding tax from Majani Ltd.
3. Farm produce consumed by Mr, Mwau's family was valued at Sh.126,500
4. Mr. Mwau received Sh, 200000 from the local farmers' co-operative society as consultancy fees. The farmers'

co-operative society uses his farm as demonstration farm from training other farmers.

el

Salaries and wages include Sh. 100,000 paid to Mwau wife.
6. Capital allowances for the year ended 31 December 2020 have been agreed with the Commissioner of Income
Tax at Sh. 39,400

Mr. Mwau’s taxable income an tax liability for 2020 (14 marks)




b) PQLtd purchased 600 units at sh.960 each and sold 590 units at sh.1320 each
prices are inclusive of VAT of 16%

Required
i. VATalk
ii.  Purchases a/c
iii.  Salesa/c (6mks)




