
QUESTION ONE 

(a) (i) Specify the rules relating to payment of Income tax under the Pay As 
You earn rules. 
          (  5 marks) 
 (ii) What are the consequences of failure to deduct and pay tax under 
PAYE? 
          (  3 marks) 
 
(b) Mr. Manubhai works as a sales manager with Kenya Bats Limited.  The 

following are his employment details for the year ended 31 December 2005.  
The company pays him a salary of Sh.90,000 per month.  He is a member of 
the company’s pension scheme which is registered with the Commissioner for 
Income Tax.  He contributes five percent of his salary and company 
contributes ten per cent. 

 
 He has a co-operative loan which he repays at the rate of sh.9,967 per month. 
 

The company bought for him a car on loan and repays Sh.10,160 per month 
towards the loan.  Drought levy has been agreed at Sh.1,438 per month. 

 
 Mr. Manubhai lives in Nairobi and is married with two children.  His Payroll 
Number is FD0095/12. 
 
 Statutory deductions are: NSSF Sh.200 per month 
    NHIF Sh.320 per month. 
 
Required: 

(i) A well laid out statement in respect of the month of December 2005 showing 
the income tax and other deductions; and net pay for Mr. Manubhai.  
 (  8 marks) 

 
(ii) Would you agree that current income tax rules regarding payment of tax 

discriminate against employees when compared to companies?  Explain.  
 (  4 marks) 

 
QUESTION TWO 

You are provided with the following details: 
 
1. Installing a system of ventilation in the factory. 
2. Legal expenses incurred when acquiring a new building 
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3. Giving the factory a fresh cost of plant 
4. Replacing 200 tiles on a roof damaged by wind 
5. Expenditure incurred in demolishing part of a wall to make room for a recently 
purchased machine. 
 
Required: 
(a) From an Income Tax perspective indicate for each of the above items whether 

it is capital or revenue expenditure.  Explain.      
  (  5 marks) 

 
(b) Timexa Limited provided the following details with respect to its fixed assets 

for the year of income 2005. 
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1. Building 

Sh. 
Class I 
Sh. 

Class II 
Sh. 

Class III 
Sh. 

Class IV 
Sh. 

 1,400,000 460,000 610,000 800,000 6,200,000 
 
2. The industrial building had been constructed sometimes back in 2000 at a cost 

of Sh.1,600,000.  Fixed machines were Sh.2,000,000.  Due to an oversight, no 
investment deduction was claimed. 

 
3. During the year the following assets were purchased: 
 
  - Patents   Sh.200,000 
  - Computers  Sh.390,000 
  - Stamping machine Sh.800,000 
  - Land   Sh.530,000 
 
4. A car for use by the directors was involved in an accident and written off.  No 
recoveries were made. 
 
5. In December, all computers were sold as one lot for Sh.1,220,000. 
 
6. Assume 60% as the rate of investment deductions.  For year 2000. 
 
Required: 

(i) Capital allowances for Timexa Limited for year of Income 2005.  (15 
marks) 
(ii) Comment on the error resulting from non-claim of investment deduction.
 (  4 marks) 
          (Total: 24 marks) 
 
QUESTION THREE 

(a) Explain the role and functions of a Value Added Tax tribunal.  
 (  4 marks) 
 
(b) The following purchases and sales were made by Pepo Limited (VAT No. 

!00012Y) during the first two weeks of January 2006.  Prices shown are 
inclusive of VAT at the standard rate of 16 percent. 

 
  P U R C H A S E S S A L E S 
  Unit Price per Unit Price per 
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Unit 
Sh. 

Unit 
Sh. 

January   1 
  2 
  5 
  7 
10 
12 

100 
 
 
  75 
 
    - 
175 

1,400 
 
 
1,600 

  10 
  20 
  50 
 
  20 
  50 
150 

1,800 
1,800 
1,800 
 
1,800 
2,000 

 
 There were no opening stocks at the beginning of the month. 
 The physical inventory confirmed that there were 25 units in stock as at 31 
January 2006. 
 
Required: 

 (i) The VAT account for Pepo Limited.             (  8 
marks) 
 (ii) What are the requirements with respect to any sales made by Pepo Limited?         
(  5 marks) 
 (iii) Specify when and how VAT computed under (i) is payable.           (  
3 marks) 
                    (Total: 20 
marks) 
 
 
QUESTION FOUR 

(a) It is common in Kenya to have individuals who cannot distinguish between 
taxes and charges.  Explain the difference between a tax and National social 
Security Fund deductions. (  6 marks) 

 
(b) Specify the basic rules in Income Tax with regards to payment of pension from 

a registered scheme to: 
 
 (i) The pensioner,        (3 
marks) 
 (ii) The widow or widower of a pensioner.     (4 
marks) 
 
(c) Specify the main rules relating to a registered pension fund.   (5 
marks) 
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QUESTION FIVE 

Leo, Kesho and Kutwa trade in electrical goods and as partners in Leo 
Unincorporated.  They share profits and losses equally.  The following details in the 
draft accounts regarding their profit and loss status as at 31 December 2005 have 
been provided: 
 
 Debits 

Sh. 
 Credits 

Sh. 
Office expenses 
General expenses 
Salaries and wages 
Show room expenses 
Rents, rates and taxes 
Printing and stationery 
Instalment tax paid 
Advertising 
Legal charges 
Interest on capital 
Depreciation 
Bad debts 
Commission to partners  
Donation for poverty 
Property taxes 
Electricity expenses 
General reserve  

408,000 
188,000 
560,000 
234,000 
300,000 
128,000 
  90,000 
146,000 
164,000 
420,000 
184,000 
136,000 
160,000 
200,000 
  24,000 
  92,000 
240,000 

Gross profit 
Interest earned 
Discounts received 
Other receipts 
Rent income 
Capital gain on shares. 

2,600,000 
   240,000 
   160,000 
   300,000 
   264,000 
   200,000 

 
The partners provided additional information as follows: 
 
1. Closing stock had been understated by Sh.30,000 as at 31 December 2004. 
2. Leo was paid Sh.100,000 as salary (included in salaries and wages) and PAYE 

Sh.31,000 was paid on it. 
3. The firm was fined Sh.30,000 for breach of regulations.  This is included in 
legal charges. 
4. Interest on capital was Sh.160,000 to Leo, Sh.120,000 to Kesho and sh.140,000 
to Kutwa. 
5. Commission to partners include sh.90,000 to Leo and the balance to Kutwa. 
6. Capital allowances had been agreed at sh.1,800,000 with the tax authorities. 
 
Required: 
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(a) Compute the total income (loss) from the partnership business.  
 (  9 marks) 
(b) Show allocation of profit/loss among partners.    
 (  4 marks) 
(c) How is the profit/loss of each partner to be treated for tax purposes? 
 (  2 marks) 
(d) Specify five matters you are likely to question on the above accounts and state 
why. (  5 marks) 
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