
QUESTION ONE 

 
(a) Mrs. Neno taxable income 
 

 Sh. Sh. 
Gross professional fees received 
Less allowable expenses received 
Subscriptions to professional association 
Debt collection expenses (dental patients) 
Wages for dental assistant 
Rent for clinic premises 
Water and electricity 
Other clinic expenses 
Hire of car for use 
Uniforms for staff 
Contributions to provident fund (Note 1) 
Wages to cleaners and watchman 
WTA on furniture 64,000 x 12.5% 
Diminution on surgical instruments (Note 2) 
Professional taxable income 
Add rent income                                      
14,000 
Less rent collection expenses                    
(2,000) 
Director’s fees received (gross) (120,000 + 
3,000) 
Total taxable income 

 
 
20,000 
6,000 
120,000 
140,000 
40,000 
70,000 
50,000 
5,000 
60,000 
50,000 
8,000 
13,333 
 
 

1,000,000 
 
 
 
 
 
 
 
 
 
 
 
 
(582,333) 
417,667 
 
12,000 
123,000 
552,667 

 
Note 1 - Assumed that the provident fund was registered hence her 
contribution would be  

allowable. 
 
Note 2 - Cost of surgical instruments treated as cost of tools and 
implements for practice  

hence enjoy diminution at a rate of 33⅓% p.a. on cost. 

 
(b) Tax payable on Ksh.552,667 
 

First Ksh.121,968 @ 10% 
Next Ksh.114,912 @ (15% + 20% + 

12,196.8 
68,947.2 
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25%) 
Surplus (552,667 – 466,704) @ 30% 
Gross tax liability 
Less personal relief 
Less withholding tax on director’s fees 
Net tax liability 

  25,788.9 
106,932.9 
(13,944.0) 
  (3,000.0) 
89,988.9 

 
(c) Mrs. Neno shall file a self-assessment return.  She should pay self-assessed tax 

by end of the fourth month after the accounting year i.e 30th April 20066.  She 
should file the self-assessment return by 30th June 2006 (end of the 6th month 
after the end of accounting year.) 

 
QUESTION TWO 

(a) (i) the manager draws a salary of more than Ksh.50,000 per month (i.e 
more than sh.600,000  

p.a) and therefore Housing benefit is to be computed using the normal 15% of 
gains from employment and the figure obtained compared with the actual rent 
paid to the landlord of sh.720,000 p.a. or Sh.60,000 that is 15% x 80,000 x 12 
months = sh.144,000 compared to Sh.720,000 p.a.  therefore housing benefit 
would be Sh.720,000 p.a. 

 
(ii) Contributions by an employee to a registered pension fund will be deductible 

against income up to the lesser of 30% of pensionable pay, i.e. 30% x 80,000 x 
12 months = Sh.288,000 p.a. or actual contributionofSh.84,000 p.a. or set limit 
(year 2001) of Sh.210,000 p.a.  Therefore Sh.84,000 p.a. would be deductible 
against income before tax. 

 
  Note: w.e.f 1/1/2006, the set limit has been increased to Sh. 240,000. 
 
(iii) Provision of a company car gives rise to a car benefit equal to the higher of c.c. 

rating and 2% per month multiplied by initial cost of car.  In this case the c.c. 
rating is not revealed but 2% x 12 months x Sh.1,200,000 would give a taxable 
benefit of Sh.288,000 p.a. 

 
(b) A high school boy inheriting Sh.300,000 from his grandfather would not pay 

tax on the amount since there is presently no inheritance tax in Kenya.  
However stamp duty is chargeable on such transfer.  Winning sh.100,000 in the 
National lottery is non-taxable income regarded as a windfall gain. 
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(c) Compensation received for termination of a contract of employment or 
services is taxable income.  In this case the taxable amount will be at the annual 
rate of earning immediately before termination multiplied by the years 
outstanding i.e. 

 
Contract term 
Unexpired term 
Total compensation 
 
Therefore taxable amount will be: 
 

3 years 
2 years 
Sh.560,000 

Year Taxable amount 
Sh.’000’ 

2006 
2007 
Total 

440 
120 
560 

 
 This treatment arises due to the fact that the contract was for specified term. 
 
QUESTION THREE 

(a) VAT is a multi-stage indirect tax imposed at every point of sale on value added 
to goods and services.  The tax paid on expenditure is called the input tax and 
tax charged on income is called output tax. 

 
(b) The case for VAT in Kenya is: 
 

 Easy to administer since the seller of good or service becomes the collection 
agent. 

 It allows for the canon of productivity since more goods and services can be 
subject to VAT to increase revenue to the government. 

 It is difficult to evade since it is charged on selling price. 

 It does not have a cascading effect i.e no tax is charged on tax. 
 

The case against VAT 

 It is complicated for most traders and requires many records to be maintained. 

 If charged on basic commodities, hence it falls heavily on the poor and may not 
be equitable. 
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 Not convenient for most taxpayers e.g it has to be paid by 20th day of the 
following month even where the trader made a credit sale and has not received 
cash. 

 It could have inflationary effects since it will lead to increase in commodity 
prices. 

 
(c) Assuming the buying price was exclusive of VAT,  

then input tax for Salka = 16% x 1,000,000 = 160,000 
 
SAIKA Ltd. 
 

Buying price exclusive of VAT 
Add conversion cost @ 40% 
 
Add 20% mark-up 
Selling price exclusive of VAT 
Add 16% output VAT 
Selling price inclusive of VAT 

1,000,000 
   400,000 
1,400,000 
   280,000 
1,680,000 
   268,800 
1,948,800 

 
VAT paid by Saika = 268,800 – 160,000 = 108,800 
 
 
Chemuka Ltd. 
 

Buying price exclusive of VAT 
Add conversion cost @ 50% 
 
Add 10% mark-up 
Selling price exclusive of VAT 
Add 16% output VAT 
Selling price inclusive of VAT 
Output VAT charged 
Less input VAT paid 
VAT payable by Chemuka 

 
 
 
 
 
 
 
443,520 
268,800 
174,720 

1,680,000 
   840,000 
2,520,000 
   252,000 
2,772,000 
   443,520 
3,215,520 

 
Retailer 
 

Buying price inclusive of VAT 
Buying price exclusive of VAT 
Input VAT paid 

3,215,520 
2,772,000 
443,520 
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Buying price exclusive of VAT 
Add 50% mark-up 
Selling price exclusive of VAT 
Add 16% output VAT 
Selling price inclusive of VAT 

2,772,000 
1,386,000 
4,158,000 
   665,280 
4,823,280 

 
VAT payable = 665,280 – 443,520 = 221,760 
 

QUESITON FOUR 

 
(a) Qualifying expenditure – the cost of the asset (used for generating taxable 

income) which should qualify for a capital allowance/deduction 
 
(b) The items to be included as qualifying expenditure include: 
 

 Buying price of the asset 

 Any customs duty and Vat paid on the asset 

 Installation costs 

 Insurance on transit and transport costs before the asset is brought into use 

 Cost of demolition of a building to accommodate the asset 

 Any repair cost incurred before the asset is brought into use 
 

 As a rule, any incidental cost incurred before the asset is brought into use is a 
qualifying expenditure. 

 
(c) Kalamuka qualifying cost of Sh.4 M would be broken down as follows: 
 

Construction 
cost 

 Apportioned to 
buying price 

 

Land 
Fees 
Leveling 
Construction 
Office 

   200 
    40 
    60 
1,540 
  160 
2,000 

200/2.000 x 4,000  
40/2,000 x 4,000  
60/2,000 x 4,000  
1540/2,000 x 4,000  
160/2,000 x 4,000   

= 
= 
= 
= 
= 

   
400 
    80 
   
120 
3,080 
   
320 
4,000 
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Land does not qualify for any capital allowance hence qualifying cost = 4,000 – 400 = 
3,600 

Office cost qualify for capital allowance since its cost is less than 10% i.e x100
3,600

320
 = 

8.9% 
Kalamuka will claim capital allowances as follows: 
 
I.B.D claimed in 2004 

 
Item Qualifying 

cost 
Residual b/f I.B.D @ 

2.5% 
Residual c/f 

Building 1,080 - 27 1,053 
 
BB Ltd will inherit the residual of 1,053,000 for the remaining 39 years. 
 
Capital allowances for 2005 
 
1. Investment deductions Sh.’000’ 
 

Item Qualifying cost I.D @ 100% Residual for 
WTA & IBD 

Building 
extension 
Boiler 
New sorter 

100 
1,000 
1,200 

    100 
   1000 
   1,200 
2,300 

  - 
- 
- 

 
2. IBD Sh.’000’ 

 
Item Qualifying 

cost 
Residual 
b/f 

IBD @ 
2.5% 

Residual 
c/f 

Old building 
Security wall 

1,030     
   100 

1,053 
- 
- 

27.00 
  2.50 
29.50 

1,026.00 
  97.50 

 
3. WTA 
 

Class I @ 37.5% III @ 
25% 

IV @ 
12.5% 

Milling machines 
Tractor 

- 
1,600,000 

- 
- 

1,800,000 
- 
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Motor vehicle 
Furniture 
Less disposals – lorry 
Milling machine 
Damaged fixtures and fittings 
 
WTA 
WDV 31/12/2005 

- 
- 
(180,000) 
- 
              - 
1,420,000 
(532,500) 
887,500 

1,200,000 
- 
- 
- 
              - 
1,200,000 
(300,000) 
900,000 

- 
600,000 
- 
(200,000) 
     (8,000) 
2,192,000 
 (274,000) 
1,918,000 

 
  Summary of 2005 capital allowances 
  

I.D 
I.B.D 
WTA (532,500 + 300,000 + 
274,000) 
Total 

2,300,000 
29,500 
1,106,500 
3,436,000 

 
QUESTION FIVE 

(a) Presumptive Tax on Agricultural Produce 

 This tax was levied on the value of gross sales of specified agricultural 
produce.  Introduced in 1989 was charged at rate of 5% and collected by the 
authorized agents specified in the 19th sechdule of the Act.  These agents are 
required to remit this tax to the commissioner in 30 days of making such 
deductions.   

 This tax is charged under the provisions of Section 17 (a) of the Income tax 
Act and based on the presumption that farmers who grow certain crops or 
produce derive gains and profits chargeable to tax under Section 3 (2) (a).   

 The rate was later reduced to 2% which was final tax in the case of 
individual farmers only.  Presumptive tax which was suspended from 1st 
January, 1999 was reintroduced with effect from 1st January 2000 and lasted 
till June 2000 when it was again suspended.   

 The tax complies with principles of a good tax in that gains to farmers are 
also brought to taxation in line with canon of equality/equity or fairness.   

 It is convenient and economical since it is collected by authorized agents 
appointed by Government and that it is based on gross sales made.  It is 
certain since it is collectable at points of sales of agricultural produce 
affected. 

 
(b) Cess on Agricultural Produce 
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Is a levy imposed by Rural local authorities on traders of the main commodities 
found in such local authority such as Agricultural produce, building materials, 
e.g. Sand, Stones, Quarry chips.  The purpose of the levy is to maintain roads 
and essential facilities provided by such local authority. 

 
(c) Trade Licence Chargeable to Professionals 

 
Trade licences fees are charged in accordance with provisions of Trading 
Licenses Act (Cap 497).  These are licenses on annual basis to grant the 
permission to conduct professional work for a gain.  This charge ensures that 
the right persons get the authorization to conduct professional work and 
protects such professionals from non-qualified persons who may wish to join 
the trade.  It is convenient and economical since the licenses will normally be 
issued by the local authority concerned as a Government body.  It may not be 
productive given few number of professionals require such permit per year but 
satisfies principle of equity or fairness as professionals desiring to practice are 
also brought into the tax net. 

 
(d) Stamp Duties on Transfer of Premises 

 
Stamp duties are charges by Government in respect of some documents which 
are specified in the Stamp Duties Act.  Stamp duties are charged in Kenya in 
accordance with the provision of Stamp Duties Act Cap 480.  instrument must 
be stamped where property transfers are effected.  Conveyance or transfer duty 
is charged on every instrument or court order in respect of the transfer of any 
property as a result of sale.  Stamp duty on transfers of premises is 
equitable/fair since the property owners contribute tax, it is convenient since it 
is only applicable upon such transfer. 
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