
QUESTION ONE 

(a) Distinguish between tax evasion and tax avoidance.    (  5 
marks) 
(b) The recent debate relating to importation of goods through the port of 

Mombasa has had one of its issues the amount of tax assessed.  Specify and 
explain clearly at least three ways in which the Government may lose tax 
revenue on imports.     (  6 marks) 

(c) Suggest three possible ways in which the Government may prevent loss of tax 
revenue from imports. 
           (  6 marks) 
 
(d) Should citizens feel obliged to pay tax?  Explain.    
 (  3 marks) 
          (Total: 20 marks) 
 
QUESTION TWO 

Mr. Ole Mboga is married to Pesa Mboga.  Ole Mboga is a registered engineer and he 
is the proprietor of Leta Engineering Services a firm of consulting engineers.  He is 
nevertheless fully occupied as an employee of Zeta Construction Limited.  His 
company is therefore managed by his wife who draws Sh.50,000 per month as salary.  
PAYE of Sh.20,000 per month is deducted and remitted to the Commissioner. 
 
Zeta Construction Ltd. provided the following emoluments to Mr. Ole Mboga for the 
year ended 31 December 2005: 
 
1. Salary of Sh.150,000 per month (PAYE deducted and paid to the 

Commissioner Sh.62,000 per month). 
 

2. Housing – Free housing is provided, with water and electricity.  He pays a 
nominal sh.10,000 per month.  Water consumed was for Sh.4,800 and 
electricity consumed was for Sh.18,000 during the year. 
 

3. 1,000 ordinary shares for past years of service.  Last valuation of shares was at 
sh.50 each.  The issued share capital is now 25,000 shares.  The company paid 
a dividend of Sh.10 per share on 31 December 2005. 
 

4. Company car of 2000 cc. 
 

5. Leave pay equal to one month’s salary. 
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6. Life insurance premium per each household member of Sh.10,000 per annum.  
This covers himself, wife and son. 
 

7. Pension at 10% per month.  He contributes 5% towards the same scheme.  
The scheme is registered. 
 

 Leta Engineering Services made an assessed loss of Sh.400,000 for the year of 
income 2005. 
 
Mr. Ole Mboga owns property which he bought many years ago. 
 
Rent income account for the year 2005 is as follows: 

 
  

Gross rent 
Less: 
   Loan repayment 
   Interest on loan 
   Fencing 
   Caretaker wages 
   Insurance, rent and 
rates 
   Replaced broken 
doors 
   Loss to be carried 
forward 

Sh. 
 
 
150,000 
125,000 
  30,000 
  55,000 
  25,000 
  85,000 

Sh. 
300,000 
 
 
 
 
 
 
470,000 
170,000 

 
Required: 
 
(a) Taxable income of Mr. Ole Mboga for the year of income 2005.  
 (12 marks) 
(b) Tax payable by Mr. Ole Mboga for the year of income 2005.  
 (  5 marks) 
 
(c) Mr. Ole Mboga is being invited by Tana Ranching Company Limited to be 

their manager and reside at the farm.  What will be the tax implications of this?  
Explain but do not compute if he takes up the offer and every thing remains 
unchanged other than the residence.   (  3 marks) 

          (Total: 20 marks) 
 
QUESTION THREE 
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The trial balance of Kitu and Watu, trading as partners and sharing profits in the ratio 
2:3 as at 31 December 2005 is as follows: 
 
 Sh. Sh. 
Capital: 
   Kitu 
   Watu 
Factory building 
Furniture at cost 
Factory equipment at cost 
Director’s car at cost 
Provision for depreciation 
Depreciation expense 
Debtors and prepayments 
Stocks as at 31 December 
2005 
Creditors and accruals 
Balance at bank 
Gross profit on trading 
Rent and rates 
Office salaries 
Partners salaries 
Advertising costs 
Transport costs 
Deposit on new equipment 
Short term investment 

 
 
 
5,000,000 
750,000 
2,000,000 
1,000,000 
 
115,000 
1,050,000 
1,042,000 
 
720,000 
 
300,000 
826,000 
600,000 
210,000 
236,000 
100,000 
    600,000 
14,549,000 

3,600,000 
5,221,000 
 
 
 
 
 
710,000 
 
 
 
853,000 
 
4,165,000 
 
 
 
 
 
 
________ 
14,549,000 

 
The following additional information is provided: 
 
1. Rent and rates are for fifteen months to 31 March 2006 

 
2. The partners have contracted to purchase new equipment for the factory at a 

cost of Sh.500,000.  A debt of Sh.100,000 was paid during December 2005 
and the remainder will be paid during January 2006 when … is expected. 
 

3. The factory building has been revalued from Sh.4,000,000 
 

4. The partnership started operating on 1 January 2005 
 

5. Partnership salaries are taken equally 
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6. Interest on capital is to be provided at 10% on balance given. 
 

 
 
Required: 

(a) Taxable partnership profit for the year of income 2005.   
 (15 marks) 
(b) Show the allocation between partners.      (  5 
marks) 

All computations and support notes must be provided.  
 (Total: 20 marks) 
 
QUESTION FOUR 

The directors of Totale engineering Company Limited presented the following Profit 
and Loss for the year ended 31 December 2005: 
 
 Sh. 
Revenues 
Sales 
Interest on Government Securities 
(Gross) 
 
Expenses: 
Purchases 
Wages 
Carriage inwards 
Rent 
Insurance 
Trade expenses 
Repairs: 
   Building 
   Machinery 
Advertising 
Legal charges 
Audit fees 
Depreciation 
Provision for doubtful debts 
Debenture interest 
Interim dividend 
Proposed dividend 

 
30,780,000 
      50,000 
30,830,000 
 
24,000,000 
2,320,000 
370,000 
300,000 
190,000 
100,000 
 
300,000 
56,000 
254,000 
80,000 
70,000 
3,017,000 
104,000 
600,000 
400,000 
    731,300 
32,892,300 
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Net Loss 

2,062,300 

 
The following additional information is provided: 
 
1. Purchase returns and sales returns were Sh.500,000 and Sh.700,000 

respectively.  These were left out while preparing the trial balance. 
 

2. Wages include Sh.25,000 per month paid to a “consultant” who helps the 
company whenever there is a problem with the VAT department.  VAT of 
Sh.560,000 remains unpaid and the “consultant” promises to find a way of 
getting it written off.  Full PAYE is deducted from his salary. 
 

3. Trade expenses include an amount of Sh.60,000 travel expenses to Korea for 
the Director as part of the National Chamber of Commerce Trade and 
Industry promotion tour. 
 

4. Repairs to machinery include small loose tools written off by Sh.10,000 
 

5. Bad debts which are specifically bad are Sh.74,000 
 

6. Capital allowances have been agreed at Sh.2,000,000. 
 

 
Required: 

(a) Taxable profits for the year of income 2005.     (10 
marks) 
(b) Tax payable if any for 2005.  Comment on the results.   
 (  4 marks) 
(b) The company intends to give the Director a company car in 2006.  

  What are the tax implications?       (  3 
marks) 

(c) Comment on the tax implication of the action of the “consultant” 
 with respect to the VAT claims.       (  3 

marks) 
          (Total: 20 marks) 
 
QUESTION FIVE 

(a) Write brief notes on the following: 
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 (i) Stamp duty;        (  6 marks) 
 (ii) Tax matters relating to Export Processing Zones.   
 (  6 marks) 
 
(b) Jenga Engineers and Associates is a firm of engineers and designers.  In the 

year of income 2005 they earned professional fee of Sh.7,500,000 before VAT.  
Their accounts show the following expenses: 

 
 Sh. 
Medical services 
Accountancy and audit 
Legal services 
Design materials 
Salaries and wages 
Depreciation 

180,000 
225,000 
300,000 
1,600,000 
2,410,000 
985,000 

 
Required: 

 (i) Value Added Tax Account for the year of income 2005.   
 (  6 marks) 
 (ii) Comment on payment of VAT computed above.    
 (  2 marks) 
          (Total: 20 marks) 
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