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INSTRUCTIONS
· Answer question one and any other two.
QUESTION ONE
a) Discuss 5 principles that guide taxation.					(10 marks)
b) Jonai, a procurement manager at XYZ Ltd provided the following information in relation to his employment and personal incomes for the year ended 3/12/2020.
1.   Basic salary Kshs.125,000 per month.
2.   House allowance Kshs.45,000 per month
3.   Travelling allowance of Kshs.25,000 per month in which he sued Kshs.235,000 during the year for official duties and the rest for personal use.
4.   Contribution for retirement fund are paid by the employer and himself at Kshs.10,000 and Kshs.5,000 per month respectively.  The fund is registered with the commissioner of KRA.
5.   He is provided with a house which the employer hired him.  He pays a house rent of Kshs.1,000 per year per month.
6.   He received a loan from the company of Kshs.455,000 at 8% interest rate per annum.  The current market rate is 20%.
7.   He is provided with a company car whose engine capacity is 2700cc.
8.   He went to Ethiopia to visit his personal friend and purchased shoes worth Kshs.4000 for his wife and engineer labcoat for Kshs.9,000.
9.   The employer paid telephone bills of Kshs.95,000 during the year on his behalf.
Required:
(a) Calculate the taxable income of Mr. Odhiambo for the year ended 31/12/2017.      											(5 marks)
(b) Compute his tax liability. 							(5 marks)

QUESTION TWO
a) Discuss three theories of taxation indicating their weaknesses in each case (6marks)
b) The following purchases and sales were extracted from the books of XYZ Limited
                 Purchases                                                                  Sales
              Units             Price per unit                           Units                  Price per unit
                                     Shs                                                                           Shs 
Jan 1        120               1600                                          10                       1700
Jan 2                                                                                 20                       1900
Jan 3                                                                                 50                        1700
Jan 4         85                 1800                                            
Jan 5                                                                                  20                       1800
Jan 6                                                                                   50                      1900
There were no opening stock at the beginning of the month. The physical inventory confirmed that there were 25 units in stock as at 13 June 2013.  Vat tax rate is inclusive at 16% .
Required: The VAT account for XYZ limited. 				(10 marks)

c) Explain different types of taxation					 (4 marks)

QUESTION THREE
a) Distinguish between tax avoidance and tax evasion.				(2 marks)
b) Discuss different types of capital allowances giving examples in each case. (10 marks)
c) Discuss 4 purposes of taxation. 						(8 marks)
QUESTION FOUR
a) Distinguish the following terms:
i. Forward shifting and Backward shifting				(2 marks)
ii. Impact and incidence of tax					(2 marks)
b) Highlight three advantages and three disadvantages of VAT.		(6 marks)
c) [bookmark: _GoBack]Discuss factors that affect rate of taxation in Kenya.			(10 marks)
………………………………………………………………………………………………………
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