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INSTRUCTIONS
· Answer question one and any other two questions
· Do not write on the question paper 
· Use the tax rates provided

Question one
a) The Kenya Kwanza government increased VAT on petroleum products from 8% to 16% targeting to increase revenue by Sh. 13.5 billion. Unfortunately the increase of tax made [image: ]the government to lose the revenue of Sh. 13.5 billion. Explain any other five sources of revenue for the government.							(10 marks)
b) Eliud Meta is employed as a senior officer at Bungoma Ltd. He has presented the following information relating to his employment income for the year ended 31 December 2023:
1. Basic salary Sh. 102,500 per month (PAYE) Sh. 23,000 per month
2. He received gifts worth Sh. 60,000 from the company during the year.
3. He was provided with a company car of2000cc whose cost was Sh. 1,875,000. The car was leased by the company at a monthly rental of Sh.30,000.
4. He was provided a fully furnished house by the employer. The house was rented at Sh.50,000 per month.
5. The company paid his life insurance policy whose annual premium amount to Sh.72,000 per annum.
6. During the year the company settled his medical bills amounting to Sh.675,000. The company medical scheme is only available to senior officers only.
7. He is a member of a registered pension scheme where he contributes Sh.22,500 per month with the employer contributing an equal amount for him.
8. The employer provided him with a cook and a security guard. The employer paid monthly salaries of Sh.9,000 and Sh. 12,000 respectively to the two servants.
[image: ]9. School fees amounting to Sh. 240,000 was paid for his daughter's education. The amount was not debited in company's books of account
Required:
I. Compute taxable income for Eliud Meta for the year ended 31 December 2023
(12 marks)
	Il. Determine the tax payable on the income computed	(4 marks)
c) In a public participation, one of the facilitators noted that, "the recent Finance Bill 2023 elicited divergence views across the country, where main concern was whether the Finance Bill meets the equity, productivity, diversity and simplicity principles of taxation"
With reference to the above statement, explain five principles of taxation mentioned above
(4 marks)
Question two
a) Explain four benefits of applying information communication technology (ICT) in taxation
(8 marks)
b) Bluetech Ltd is a trading business. The following is its statement of profit and loss for the year ended 31 December 2023.
	
	Sh
	Sh

	Gross profit
	
	[image: ]

	Gain on sale of van
	
	400,000

	
	
	[image: ]

	Expenses
	
	

	Directors remuneration
	[image: ]
	

	Distribution expenses
	[image: ]
	

	Custom duty
	[image: ]
	

	Bad debts written off
	498,000
	

	Salaries and wages
	[image: ]
	

	Audit and accountancy fees
	850,000
	

	General expenses
	[image: ]
	

	Water and electricity
	434,000
	

	Depreciation
	[image: ]
	

	Advertising
	860,000
	

	Purchase of computer software
	350,000
	

	Transfer to general reserves
	[image: ]
	

	Rent and rates
	1,640,000
	

	Amortization of goodwill
	1,250,000
	

	Stationary and printing
	   124,000
	

	Legal fees
	1, 024,000
	(25,830,000)

	Net loss
	
	(1,210,000)



Additional information:
1. Distribution expenses comprise:
Motor vehicle running expenses			1,800,000
Parking fees						   124,000
Third party insurance					   160,000
								2,200,000
2. General expenses include:
Subscriptions to trade associations 			   420,000
Tax appeal to a local committee 			   400,000
Income tax arrears and penalty 			2,080,000
								2,900,000
3. Legal fees comprise:
Payment for business operating permit 		     65,000
Defending a director in private suit 			   230,000
Collection of outstanding debts 			   614,000
Preparation of 100 year lease 				   115,000
								1,024,000
Required:
I. Compute adjusted taxable profit or loss for Bluetech Ltd for the year ended 31 December 2023	(10 marks)
II. Determine tax payable (if any) by Bluetech Ltd for the year ended 31 December 2023						      (2 marks)

Question three
a) Explain conditions where an individual is deemed to be a resident in Kenya for tax purposes
(8 marks)
b) Haziki Enterprises is registered for VAT purposes dealing in electrical appliances and accounts for VAT on monthly basis. The following information relates to the month of August 2023.
Sh.
[image: ]Cash sales
Credit sales
	Exports
	960,000

	Credit purchases for resale Cash purchases for resale Purchases not for resale:
	1,740,000

	Stationary
	580,000

	Mobile phone
	34,800


	Office furniture	278,000
 Legal fees					     626,400 

All transactions are inclusive of VAT at the standard rate of 165 

Required:
[image: ] Determine the VAT payable or refundable to Haziki Enterprises for the month of August
	2023	(12 marks)
Question four
a) Explain the types of investment allowance as per the Income Tax Act	     (10 marks)
b) Explain four advantages of progressive taxes					     (4 marks)
c) [bookmark: _GoBack]Discuss six measures the government could put in place to prevent tax evasion (6 marks)
……………………………………………………………………………………………………
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