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EXAMINATION FOR THE AWARD OF DIPLOMA IN PROCUREMENT & LOGISTICS, MANAGEMENT ACCONTANCY AND BUSINESS MANAGEMENT 

DIAC 0225: TAXATION  
    		      	     
STREAMS: DPLM, DIAC, DIBM Y2S2					   TIME: 2 HOURS

DAY/DATE:  WEDNESDAY 07/07/2021			       8.30 A.M. – 10.30 A.M.
INSTRUCTIONS: 
1. Answer question one and any other two questions 
1. Do not write on the question paper
1. Use the notes provided at the back of the question paper

QUESTION ONE
(a) Distinguish the following terms:
(i) Taxation and tax avoidance 						(2 marks)
(ii) Forward shifting and backward shifting 				(2 marks)
(iii) Impact and incidence of tax 						(2 marks)
(b) Taxes are the main source of revenue for the government.  State and explain four different kinds of taxes imposed in Kenya. 					(8 marks)
(c) VAT is imposed on goods and services.  Explain the canons of taxation that it mets. 											(10 marks)
(d) Factors that determine tax capacity in Kenya. 				(6 marks) 



QUESTION TWO
1. Hazina Ltd submitted the following income statement for the year ended 31 December 2018.
	
	Sh 
	Sh 

	Gross profit 
	
	9,600,000

	Dividends 
	
	700,000

	Rent income 
	
	1,800,00

	
	
	12,100,000

	Less expenses 
	
	

	Office rent 
	1,240,000
	

	Salaries & wages 
	4,200,000
	

	Repairs and maintenance 
	930,000
	

	Depreciation 
	118,000
	

	Legal fees 
	800,000
	

	Registration and licenses 
	350,000
	

	Computer software 
	180,000
	

	Directors remuneration 
	1,800,000
	

	General expenses 
	220,000
	(9,838,000)

	
	
	2,262,000


Additional information 
1. Repairs and maintenance comprised the following:
							Sh.
Motor vehicle repair 					380,00
Replacement of the iron gate in director residence 	100,000
New tile for the office floor				450,000
							930,000
2. Legal expenses include:
						Sh
Formation of the business				280,000
Defending the director in an assault case 		150,000
Debt collection 					370,000
						800,000

3. Directors remuneration comprised the following:
Directors fees						800,000
Compensation for wrongful contract termination 	450,000
Contribution to pension scheme 			320,000
Subscription to gold club				230,000
						         1,800,000
4. General expenses include;
General provision for bad debts 			120,000
Cash stolen by cashier					 50,000
Other expenses 					50,000
							220,000
Required:
(i) Adjusted profit and loss account showing taxable profits for the year ended 31st December 2018. 							(12 marks)
(ii) Corporate tax payable 						(3 marks)
b) Explain three capital allowances granted by the tax act. 				(5 marks)

QUESTION THREE
John is the branch manager of ABC ltd.  The following information was provided during the year ended 31st December 2018.
· Basic salary Kshs. 180 000 per month
· House allowance Kshs. 50,000 per month
· Travelling allowance Kshs. 35,000 per month
· Annual leave allowance Kshs. 15,000
· Medical expenses paid for his wife Ksh 200,000 to Karen Hospital from medical scheme of managers and Kshs. 50,000 from scheme of all employees.
· Employer has provided a car to him for both official and personal use with the engine capacity of 3500cc.
· His wife earned Ksh. 1,000,000 during the year for goods supplied to Chuka University and tax withheld was Ksh 50,000.
· He is provided with a house hired by employer which employer pays Ksh. 40,000 per month.
· Water is provided from employers borehole free of charge 
· He used Ksh. 9,000 for a registered pension fund recognized by KRA and Kshs 10,000 to unregistered pension funds.
· Retained tax at source Ksh. 260,000
Required:
(a) Taxable income of John for the year ended 31st December 2018.		 (12 marks)
(b) Tax liability for the same period. 						(8 marks) 

QUESTION FOUR
(a) Highlight three merits of VAT 						(6 marks)
(b) The following are purchases and sales of Gesima investments ltd registered VAT No. A00288177G.  During the half month of November 2020, the following were the transactions.
	Date 
	Purchase 
	sales

	
	Units 
	Price/unit 
	Unit
	Price/unit 

	1st  Nov
	200
	2800
	20
	3600

	3rd Nov
	
	
	40
	3000

	6th Nov
	
	
	100
	3600

	8th Nov 
	150
	3200
	
	

	11th Nov 
	
	
	40
	3600

	14th Nov 
	
	
	100
	4000

	
	350
	
	300
	



Assuming there were no opening stocks on 15th November 2020 the stock taking done confirmed there were 50 units in stock.  The above prices are VAT inclusive at a rate of 16%.
Required:
(i) Show the input and output VAT account. 					(10 marks)
(ii) How much VAT is paid and when. 						(4 marks) 
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