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UNIVERSITY



UNIVERSITY EXAMINATIONS
EXAMINATION FOR THE AWARD OF DIPLOMA IN PROCUREMENT AND LOGISTICS, DIPLOMA IN ACCOUNTING, DIPLOMA IN HUMAN RESOURCE MANAGEMENT AND DIPLOMA IN BUSINESS MANAGEMENT 
DIAC 0225: TAXATION 
STREAMS: DIPLOMA 							 TIME: 2 HOURS
DAY/DATE: MONDAY 01/11/2021				           2.30 P.M. – 4.30 P.M.
INSTRUCTIONS:
· Answer QUESTION 1 and any other Two Questions.
QUESTION ONE
a) Mr. Kamau is a marketing manager for XYZ ltd. His income for the year ended 31st Dec 2020 are as below.
(i) He receives a basic salary of ksh 52,000 per month
(ii) He paid house allowance of ksh 36,000 per month
(iii) He is provided with a company car 2500cc that he uses for his personal duties.
 (iv)  He is provided with a residential house by his employer
(v) He is provided with furniture which cost ksh 420,000
(vi) His employer contributes ksh 30,000 per month to an unregistered provident fund on his behalf.
(vii) He wife was sick and the employer paid her medical bills of ksh 280,000 from a medical scheme for senior managers only. 
(viii) He is also a farmer and his net farming income amounted to ksh 230,000


Required:
(a) Compute the taxable income of Mr. Kamau for the year ended 31/12/2020.    [14 marks]
(b) Compute his tax liability if any. 							[6 marks]
b) Indirect taxes are preferred to direct taxes. Giving reasons, explain this statement. 		
                                                                                                                                  [6 marks]
c) Explain two types of capital deductions that are allowed by the act and give examples 													[4 marks]
QUESTION TWO
a) Differentiate between the following terminologies as used in taxation;
(i) Regressive tax and progressive tax. 						(2marks)
(ii) Tax impact and tax incidence 							(2marks)
(iii) Tax avoidance and tax evasion 							(2marks)
b) In relation to KRA act cap 496, highlight any four functions of KRA.    		[4 marks]
c) ABC ltd is a registered company for VAT purpose in Kenya. During the first 2 weeks of March 2020 it made the following purchases and sales with VAT inclusive at 18%.
	March 2020 
	Purchases  
	Sales 
	

	 
	Units  
	Price per unit (sh) 
	Units  
	Price per unit (sh) 

	1 
	120 
	1,800 
	10 
	2,000 

	2 
	 
	 
	20 
	2,000 

	5 
	 
	 
	50 
	2,000 

	7 
	75 
	2,000 
	 
	 

	10 
	 
	 
	20 
	2,200 

	12 
	 
	 
	50 
	2,400 


There were no opening stock for the month. Closing stock on 31st March 2015 was 25 units  
 
Required:  
 
(i) VAT accounts for input and output and VAT liability 		(10marks)






QUESTION THREE
a) By Grace Ltd submitted the following income statement for the year ended 31 December 2020.
	
	Sh
	Sh

	Gross profit
	
	9600000

	Dividends
	
	700000

	Rent Income
	
	1800000

	Less expenses
	
	

	Office rent 
	1240000
	

	Salaries and Wages
	4200000
	

	Repairs and maintenance
	930000
	

	Depreciation
	118000
	

	Legal fees
	800000
	

	Registration and licenses
	350000
	

	Computer software
	180000
	

	Directors remuneration 
	1800000
	

	General expenses
	220000
	

	
	
	(9838000)

	
	
	2262000


 Additional information
1. Repairs and maintenance comprised the following:
                                                                                                            Sh.
Motor vehicle repair                                                                      380,000
Replacement of the Iron Gate in director residence                100,000
New tile for the office floor                                                           450,000
2. Legal expenses include:
                                                                          Sh.
Formation of the business                       280,000
Defending the director in an assault case 150,000
Debt collection                                               370,000
3. Directors remuneration comprised the following:
Directors fees                                                                     800,000
Compensation for wrongful contract termination      320,000
Subscription to gold club                                                 
230,000

4. General expenses include:
General provision for bad debts                                            120,000
Cash stolen by cashier                                                               50,000
Other expenses                                                                           50,000

Required: 
i) Adjusted profit and loss account showing taxable profits for the year ended 31st December 2018.			(15marks)
ii) Corporate tax payable				 (5marks)
                   QUESTION FOUR
a) Other than taxes, how else can the government raise revenue? Explain. (10marks)

b) Explain factors that affect taxable capacity of citizens in a given country(10marks)
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