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INSTRUCTIONS:	

Answer QUESTION ONE and any other TWO Questions

QUESTION ONE
a) Explain at least seven canons of taxation.						 (14) Marks)
b) Distinguish between the following pairs of terms;					(4marks)
i. Customs and Excise duty
ii.  Specific and advalorem duty
c) Explain the main issues involved in the following taxation theories.		(6marks)

d) With relevant examples, Distinguish between tax evasion and tax avoidance.	(6marks)

QUESTION TWO
a) Explain the tax treatment of a non-resident company with a permanent establishment in Kenya as well as a non-resident company without a permanent establishment in Kenya(4Marks)
b) The following transactions have been extracted from the records of Mega Stores Ltd. a registered taxpayer during the month of November 2016.
November 10	Purchased goods worth Sh. 400,000 from Nakumatt paying in cash.
12 Purchased more goods worth Sh. 300,000 paying by cheque.
13 Made some cash sales to Mbote traders Sh. 600,000.
14 Sold goods on credit to Zum Zum traders Sh. 1,200,000.
The purchases and sales above do not include VAT at the rate of 16%, which is applicable to the goods dealt.
You are required to prepare the following accounts in the ledger of Mega Stores Ltd. for the month of November 2016.
(a) Purchases account;
(b) Sales account;
(c) VAT account.									 (16 Marks)

QUESTION THREE

Njagi and Otieno are partners running a glass making plant and sharing profits and losses in the ratio 3:2 respectively. They have provided the following profit and loss account, notes and explanations for the year ended 31st December 2018.

	
	Sh.

	Income:
	

	Sales
	4,882,000

	Sales of old plant (Sh. 30,750) and lorry (Sh. 150,000)
	180,750

	Refund of VAT
	21,250

	Post office Savings Bank Interest
	5,750

	Dividends
	42,500

	
	5,132,250

	Expenses:
	

	Purchases
	1,491,500

	Wages
	408,750

	National Hospital Insurance Fund (NHIF)
	35,500

	Rent
	620,500

	Lorry maintenance expenses
	1,165,750

	Salaries to partners
	1,200,000

	Otieno’s household expenses
	86,250

	Repairs and maintenance of plant
	233,750

	Advertising
	75,000

	Insurance premiums
	156,750

	Interest on loan
	125,000

	Subscriptions: - To glass makers association
	25,000

	Donations to Othaya bursary fund
	8,000

	Legal expenses
	89,000

	Income tax paid
	298,000

	General expenses
	86,250

	Bad debts
	111,500

	Water and electricity
	61,750

	Depreciation: Furniture and fittings
	8,000

	Plant 
	11,500

	Total expenses
	6,297,750

	Net loss for the year
	(1,165,500)



Additional Information: -
1. Njagi and Otieno used Glass worth Sh. 65,000 for their private purposes. This amount should be apportioned to the partners in their profit sharing ratios.
2. Lorry maintenance expenses include cost of new lorry Sh. 750,000 and depreciation charge for the year Sh. 162,500.
3. Annual rent for Njagi’s house is Sh. 300,000. This was paid for by the business.
4. During the year ended 31st December 2018, new plant was acquired for Sh. 200,000. This has been included in the repairs and maintenance cost of plant.
5. Njagi’s personal car insurance was paid for by the business. It amounted to Sh. 90,000.
6. Interest on loan and legal expenses relate to Otieno’s mortgage loan.
7. Bad debts were made up of Sh. 50,000 specific provision and Sh. 61,500 general provision.
8. Written down values as at 31st December 2017 were as follows; Furniture and fittings Sh. 49,500, Motor vehicles Sh. 107,000 and plant Sh. 9,000.
9. Otieno and Njagi received salaries of Sh. 800,000 and Sh. 400,000 respectively.

Required
(a) The adjusted profit or loss for tax purposes for the year ended 31st December 2018.											(15 Marks).
(b) [bookmark: _GoBack]Discuss the importance of paying taxes to the economy. 			(5 marks)


QUESTION FOUR
a) Distinguish between direct and indirect taxes and argue the case for and against the direct and indirect taxes in Kenya. (8Marks)
b) Professor Ujuzi, a Kenyan, came back to Kenya from USA on 1st August 2018to take up an appointment as managing director of Good Metal Limited after a 15 years absence from Kenya. The letter of offer sent to him from the Good Metal Limited indicated that he would: -

1. Receive a monthly basic salary of Sh. 200,000.
2. Be provided with a company car for his own personal use of 2000cc rating. The company had bought the car for Sh. 2,000,000.
3. Be provided with school fee support for his two children in America. The company is to spend Sh. 300,000 per annum for this purpose.
4. Have his baggage moved from America in to Kenya by Express Cargo who were paid Sh. 1,500,000 to move the four containers of personal effect and the air tickets for professor Ujuzi and his family.
5. Buy 10% of the share capital of the company at US $ 50,000 (Sh. 4,000,000). For the year ended 31st December 2018, the company paid him Sh. 400,000 (gross) dividends. Withholding tax for the dividends were paid by the company.
6. Be covered by the Company on his life with Fed life, an American Insurance Company based in New York. Premium of Sh. 60,000 was to be paid for a sum assured of Sh. 6,000,000.
7. Be provided with a house by the employer.

Upon arrival in to Kenya on 1st August 2018 Professor Ujuzi purchased a house in Runda Estate using a loan from Housing Finance. The loan advanced was for Sh. 2,000,000 at 25% interest rate. All installments in the year were paid. He lived in the house from 1st August to 31st December 2017 The wife did not like the house and on 31st December 2018, they sold the house and made a gain of Sh. 400,000.

The wife, Mrs Ujuzi enrolled for the external degree program at the University of Nairobi. While there, she was requested to teach American English. The University paid her honoraria of Sh. 2,000 per hour for 60 hours. She did not receive the money in cash but the amount was used to offset her fees as an external student.

Required
(a) Determine the taxable income of Professor and Mrs Ujuzi for the year of income 2018												(22Marks)
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