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 CS FOUNDATION LEVEL 
   

PRINCIPLES OF ACCOUNTING AND TAXATION 
 
 

 

TUESDAY: 5 December 2023. Afternoon Paper.     Time Allowed: 3 hours. 
 

Answer ALL questions.  Marks allocated to each question are shown at the end of the question. Show ALL your 
workings.  Any assumptions made must be clearly and concisely stated. Do NOT write anything on this paper. 
 

RATES OF TAX (Including wife’s employment, self-employment and professional income rates of tax). 
 

Year of income 2022. 
 

Monthly taxable pay             Annual taxable pay   Rate of tax                                             
(Sh.)                    (Sh.)   % in each Sh. 

1 - 24,000 1 - 288,000 10% 
24,001 - 32,333 288,001 - 388,000 25% 
Excess over - 32,333 Excess over - 388,000 30% 
 

Personal relief Sh.2,400 per month (Sh.28,800 per annum). 
 
 

Investment allowance: 
 
 
 
Capital expenditure incurred on: 

Rate of investment allowance Residual value 
(25% per year 

on equal 
instalments) 

Prescribed benefit rates of motor vehicles 
provided by employer 
(i) Saloons, Hatch Backs and Estates    
                                             Monthly       Annual 
                                                rates             rates 
                                                (Sh.)              (Sh.) 

(a) Buildings: 
• Hotel building 
• Building used for manufacture 
• Hospital buildings 
• Petroleum or gas storage facilities 
• Educational/hostels building    
• Commercial building 

 
50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
10% per year on straight line basis 
10% per year on straight line basis 

 
25% 
25% 
25% 
25% 

 
 

Up to   
1201      - 
1501      - 
1751      - 
2001      - 
Over      - 
 

1200 cc 
1500 cc 
1750 cc 
2000 cc 
3000 cc 
3000 cc     
         

  3,600 
  4,200 
  5,800 
  7,200     
  8,600 
14,400 

  43,200 
  50,400 
  69,600 
  86,400 
103,200 
172,800 
  

(b) Machinery: 
• Machinery used for manufacture 
• Hospital equipment 
• Ships or aircraft 
• Motor vehicles and heavy earth 

moving equipment 
• Computer software, calculators, 

copiers and duplicating machines 
• Furniture and fittings 
• Telecommunication equipment 
• Film equipment by a local producer 
• Machinery used to undertake 

operations under prospecting rights 
and exploration under mining rights 

• Other machinery 

 
50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
 

25% per year on straight line basis 
 
25% per year on straight line basis 
 
10% per year on straight line basis 
 

10% per year on straight line basis 
25% per year on straight line basis 
50% in the first year of use 
 
 
10% per year on straight line basis 

 
25% 
25% 
25% 

 
 
 
 
 
 
 
 

25% 

(ii) Pick-ups, Panel Vans 
(unconverted) 
Up to     -    1750 cc 
Over      -    1750 cc 
 
 
 

 
 
 3,600 
 4,200 

 
 
43,200 
50,400 
 
 

(c) Purchase/acquisition of right to use 
fibre optic cable by telecommunication 
operation 

10% per year on straight line basis  (iii) Land Rovers/Cruisers        7,200           86,400 

(d) Farm works 50% in the first year of use 25%    

Commissioner’s prescribed benefit rates:                      Monthly rates 
Services                                                                                     (Sh.) 

Annual rates 
(Sh.) 

   

(i) Electricity (Communal or from a 
generator) 

        1,500 18,000    

(ii) Water (Communal or from a 
borehole) 

          500 6,000    

 
Agriculture employees: Reduced rates of benefits 

    

(i) Water          200   2,400    
(ii) Electricity          900 10,800    

 

www.ch
op

i.c
o.k

e



 CS14 Page 2 
 Out of 4 
 

 

QUESTION ONE 
(a) Explain the following terms as used in companies accounts: 

 
(i) Authorised share capital.  (2 marks) 

 
(ii) Issued share capital.  (2 marks) 
 

(b) Highlight FOUR roles of accounting regulatory bodies in your country. (4 marks)  
 

(c) Summarise any SIX books of original entry maintained by a business entity. (6 marks) 
 

(d) Explain THREE features of a not for profit making organisation. (6 marks) 
   (Total: 20 marks) 

 
QUESTION TWO 
Allan and Bill have been trading as partners in a wholesale business for many years sharing profits and losses in the ratio 2:1 
respectively. 
 
The latest trial balance as at 31 October 2023 extracted from the accounting records of the partnership revealed the following:  
   Sh.“000” Sh.“000” 
Partners capital accounts: Allan  11,250 
   Bill  10,500 
Current accounts:  Allan  9,600 
   Bill  5,100 
Drawings:  Allan 1,780 
   Bill 890 
Property at carrying amount 10,170 
Plant and machinery at book value 5,310 
Motor vehicle at book value 1,845 
Fixtures and fittings at book value 2,295 
Long-term investments  6,750 
Inventory as at 31 October 2023 6,270 
Accounts receivable  13,110 
Cash at bank   4,500 
Accounts payable    9,570 
Net profit for the year to 31 October 2023 _____                   6,900 
    52,920 52,920 
 
Due to irreconcilable differences between the partners, they resolved to dissolve their partnership business with effect from         
1 November 2023 under the following terms: 
1. Bill took over one of the motor vehicles at a valuation of Sh.480,000 and the rest of motor vehicles realised 

Sh.1,035,000 in cash. 
2. Other assets were realised at their fair values as follows: 

  Sh.“000” 
Property  9,900 
Plant and machinery 3,780 
Fixtures and fittings 2,100 
Long-term investments 8,250 
Inventory 5,415 
Trade receivables 12,780 

3. The credit suppliers accepted Sh.9,300,000 in full settlement of the amounts due to them.  
4. Dissolution expenses which amounted to Sh.4,200,000 were immediately settled in cash. 
 
Required: 
Prepare the following ledger accounts to close the books of the partnership, upon dissolution: 
 
(a) Realisation account.   (6 marks) 

 
(b) Cash at bank account.   (6 marks) 

 
(c) Partners current accounts.   (4 marks) 

 
(d) Partners capital accounts.   (4 marks) 

     (Total: 20 marks) 
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QUESTION THREE 
(a) Highlight two differences between “capital reserves” and “revenue reserves”. (4 marks) 

 
(b) Explain the following accounting principles: 

 
(i) Materiality principle.   (2 marks) 

 
(ii) Matching principle.   (2 marks) 

 
(iii) Historical cost concept.   (2 marks) 
 

(c) The following information relates to the books of Mawenzi Ltd.: 
   Sh. 
Doubtful debts (31 December 2021) 460,000 
Debtors balance (31 December 2022) 15,600,000 
 
Additional information: 
1. The debtors aging schedule is provided as follows: 
 

0 – 30 Days 31 – 60 Days 61 – 90 days Over 91 Days Total 
Sh.6,000,000 Sh.4,200,000 Sh.3,400,000 Sh.2,000,000 Sh.15,600,000 

 
2. The company’s policy on allowance for doubtful debt is based on the age of the debt outstanding as follows: 

0.5% for less than 30 days, 1% for 31 – 60 days, 2% for 61 – 90 days and 3% above 91 days. 
3. Customers are allowed a cash discount of 2% for debts settlement within 1 month. Half of them paid within 

1 month. 
4. Net profit for the company before adjustments for provisions for doubtful debts and discounts was 

Sh.2,415,000. 
 
Required: 
(i) Allowance for doubtful debt as at 31 December 2022.  (4 marks) 

 
(ii) Debtors balance to be shown in the statement of financial position as at 31 December 2022. (2 marks) 

 
(iii) Statement of adjusted net profit for the period ending 31 December 2022. (4 marks)  

    (Total: 20 marks) 
 
QUESTION FOUR 
(a) Summarise FOUR roles of the revenue authority or similar body in your country. (4 marks) 

 
(b) Differentiate between “progressive taxes” and “proportional taxes”.  (4 marks) 

 
(c) Outline TWO investment allowances that could be claimed by a manufacturing company in your country. (2 marks) 

 
(d) Jobesh Mwanzia has been in Marine business for the last 5 years. He incurred the following capital expenditure during 

the year 2022: 
1. Purchased the following ships: 

• Nyali A 4,500 tonnes for Sh.200 million. 
• Tudor 4C 3,000 tonnes for Sh.150 million. 
• Bombolulu X7 4,990 tonnes for Sh.250 million. 
• Kongowea 37Y 4,120 tonnes for Sh.318 million. 

2. Purchased vehicle (Prado) for Director for Sh.4 million. 
3. Purchased furniture for Sh.100,000. 
4. Purchased lorry for Sh.5,000,000. 
5. Constructed staff canteen at Sh.4.5 million and was put into use from 1 July 2022. 
6. Constructed a godown on 1 June 2022 at Sh.10 million and put into use on 1 October 2022. 
7. Purchased other machines and equipment for repair of the ship for Sh.200,000. 
 
Required: 
Determine investment allowance claimable by Jobesh Mwanzia for the year ended 31 December 2022. (10 marks) 
     (Total: 20 marks) 
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QUESTION FIVE 
(a) Explain the following roles of taxation in achieving budgetary objectives as per the fiscal policies in your country: 

 
(i) Fair redistribution of income.   (2 marks) 

 
(ii) Optimum allocation of resources.   (2 marks) 

 
(iii) Protection policy.   (2 marks) 

 
(iv) Social welfare.   (2 marks) 

 
(b) Discuss how the following factors could influence taxable capacity: 

 
(i) Tax structure.   (2 marks) 

 
(ii) Tax rates.   (2 marks) 

 
(iii) Tax elasticity.   (2 marks) 

 
(iv) Government expenditures.   (2 marks) 

 
(c) Summarise four offences under the customs and excise taxes in your country. (4 marks) 

     (Total: 20 marks) 
………………………………………………………………… 
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 CS FOUNDATION LEVEL 
   

PRINCIPLES OF ACCOUNTING AND TAXATION 
 
 

 

TUESDAY: 22 August 2023. Afternoon Paper.     Time Allowed: 3 hours. 
 

Answer ALL questions.  Marks allocated to each question are shown at the end of the question. Show ALL your 
workings.  Any assumptions made must be clearly and concisely stated. Do NOT write anything on this paper. 
 

RATES OF TAX (Including wife’s employment, self-employment and professional income rates of tax). 
 

Year of income 2022. 
 

Monthly taxable pay             Annual taxable pay   Rate of tax                                             
(Sh.)                    (Sh.)   % in each Sh. 

1 - 24,000 1 - 288,000 10% 
24,001 - 32,333 288,001 - 388,000 25% 
Excess over - 32,333 Excess over - 388,000 30% 
 

Personal relief Sh.2,400 per month (Sh.28,800 per annum). 
 
 

Investment allowance: 
 
 
 
Capital expenditure incurred on: 

Rate of investment allowance Residual value 
(25% per year 

on equal 
instalments) 

Prescribed benefit rates of motor vehicles 
provided by employer 
(i) Saloons, Hatch Backs and Estates    
                                             Monthly       Annual 
                                                rates             rates 
                                                (Sh.)              (Sh.) 

(a) Buildings: 
• Hotel building 
• Building used for manufacture 
• Hospital buildings 
• Petroleum or gas storage facilities 
• Educational/hostels building    
• Commercial building 

 
50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
10% per year on straight line basis 
10% per year on straight line basis 

 
25% 
25% 
25% 
25% 

 
 

Up to   
1201      - 
1501      - 
1751      - 
2001      - 
Over      - 
 

1200 cc 
1500 cc 
1750 cc 
2000 cc 
3000 cc 
3000 cc     
         

  3,600 
  4,200 
  5,800 
  7,200     
  8,600 
14,400 

  43,200 
  50,400 
  69,600 
  86,400 
103,200 
172,800 
  

(b) Machinery: 
• Machinery used for manufacture 
• Hospital equipment 
• Ships or aircraft 
• Motor vehicles and heavy earth 

moving equipment 
• Computer software, calculators, 

copiers and duplicating machines 
• Furniture and fittings 
• Telecommunication equipment 
• Film equipment by a local producer 
• Machinery used to undertake 

operations under prospecting rights 
and exploration under mining rights 

• Other machinery 

 
50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
 

25% per year on straight line basis 
 
25% per year on straight line basis 
 
10% per year on straight line basis 
 

10% per year on straight line basis 
25% per year on straight line basis 
50% in the first year of use 
 
 
10% per year on straight line basis 

 
25% 
25% 
25% 

 
 
 
 
 
 
 
 

25% 

(ii) Pick-ups, Panel Vans 
(unconverted) 
Up to     -    1750 cc 
Over      -    1750 cc 
 
 
 

 
 
 3,600 
 4,200 

 
 
43,200 
50,400 
 
 

(c) Purchase/acquisition of right to use 
fibre optic cable by telecommunication 
operation 

10% per year on straight line basis  (iii) Land Rovers/Cruisers        7,200           86,400 

(d) Farm works 50% in the first year of use 25%    

Commissioner’s prescribed benefit rates:                      Monthly rates 
Services                                                                                     (Sh.) 

Annual rates 
(Sh.) 

   

(i) Electricity (Communal or from a 
generator) 

        1,500 18,000    

(ii) Water (Communal or from a 
borehole) 

          500 6,000    

 
Agriculture employees: Reduced rates of benefits 

    

(i) Water          200   2,400    
(ii) Electricity          900 10,800    
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QUESTION ONE 
(a) Summarise the information needed by the following users of accounts:   

(i) Shareholders. (2 marks) 

(ii) Governments. (2 marks) 

(iii) Employees. (2 marks) 
 

(b) Outline FOUR objectives of public sector financial statements and International Public Sector Accounting Standards 
(IPSASs). (4 marks)  

 
(c) The property, plant and equipment balances of Highken Ltd. comprised the following as at 1 January 2022: 
 

 Cost Depreciation Net book value 
 Sh.“000” Sh.“000”  Sh.“000” 
 Freehold land 30,000  -  30,000 
 Building 38,520  -  38,520 
 Plant and machinery 70,200 37,812 32,388 
 Motor vehicles 37,800 23,040 14,760 
 
 The company uses the straight line method of depreciation on assets as follows: 
 

• 10% per annum for plant and machinery 
• 20% per annum for motor vehicles 

 
 Additional information: 

1. It is the company’s policy to make a depreciation charge proportionate to the period of the asset. 
2. An item of machinery bought on 1 July 2018 for Sh.10,080,000 was sold on April 2022 at Sh.6,000,000. 
3. From the year ended 31 December 2022, the management of the company decided to charge depreciation on 

buildings at a rate of 2.5% per annum. The buildings were all completed on 1 July 2018. 
4. On 1 January 2022, a vehicle purchased on 1 May 2018 for Sh.12,600,000 was traded in at a value of 

Sh.7,320,000 in part exchange for a new vehicle costing Sh.18,000,000. 
5. Included in machinery is an old machine which originally cost Sh.13,500,000 and which was already fully 

depreciated and not expected to yield any material amount on either use or resale. 
6. On 30 June 2022, a machine costing Sh.13,500,000 was purchased from Vector Ltd., and had been used for 

three years. Vector Ltd. had bought the machine at Sh.18,000,000.  
7. Another machine costing Sh.10,500,000 was purchased on 1 August 2022. 

 
 Required: 
 Prepare a schedule showing the movement of property, plant and equipment for the year ended 31 December 

2022.   (10 marks)  
  (Total: 20 marks) 
 
QUESTION TWO 
(a) Explain TWO reasons why a firm should account for depreciation of its non-current assets. (4 marks) 

(b) The following balances were obtained from the financial records of Junior Enterprises, a sole trader business as at                  
30 April 2023: 
 Sh.“000” 
Sales 169,800 
Cost of goods sold 130,650 
Salaries and wages 16,700 
Office rent 3,150 
Insurance premiums 2,500 
Electricity and power 960 
Repairs and maintenance 1,250 
Telephone and postage 700 
Carriage outwards 440 
Property at cost (building: Sh.20 million) 38,500 
Plant and machinery at cost 30,000 
Motor vehicles at cost 6,400 
Fixtures and fittings at cost 8,000 
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 Sh.“000” 
Accumulated depreciation - 1 May 2022: 

• Buildings 5,000 
• Plant and machinery 9,700 
• Motor vehicles 2,400 
• Fixtures and fittings 3,200  

Inventory 7,580 
Accounts receivables 7,800 
Accounts payables 9,770 
Bank overdraft 4,750 
Allowance for doubtful debts - 1 May 2022 290 
Capital balance at 1 May 2022 52,500 
Drawings 2,780 
 

Additional information: 
1. Depreciation is to be provided as follows: 

• Building 2% annually, straight line basis. 
• Plant and machinery, 15% per annum, reducing balance basis. 
• Motor vehicles, 25% annually, straight line basis. 
• Fixtures and fittings, 10% per annum, straight line basis. 

2. Electricity and power accruing at 30 April 2023 amounted to Sh.120,000. 
3. Prepaid insurance at 30 April 2023 was Sh.200,000. 
4. Allowance for doubtful debts at 30 April 2023 was Sh.475,000. 
 
Required: 
(i) Statement of profit or loss for the year ended 30 April 2023. (10 marks) 

(ii) Statement of financial position as at 30 April 2023. (6 marks) 
  (Total: 20 marks) 
 

 

QUESTION THREE 
(a) Describe THREE differences between “receipts and payments account” and “income and expenditure 

account”.  (6 marks) 

(b) The following trial balance as at 30 June 2023 was extracted from the accounting records of Bungeh Limited, a public 
limited entity: 
  Sh.“000” Sh.“000” 
Property at cost (Land: Sh.85 million) 200,000 
Plant and equipment at cost 159,800 
Motor vehicles at cost 45,000 
Accumulated depreciation - 1 July 2022: 

• Building  34,500 
• Plant and equipment  45,400 
• Motor vehicles  27,000 

Ordinary share capital (Sh.10 par value)  70,000 
Share premium  17,500 
Retained profit at 1 July 2022  35,750 
Revenue   342,000 
Purchases 101,500 
Inventory at 1 July 2022 7,110 
Salaries and wages 27,730 
Rent and rates 24,420 
Light and heat 7,440 
Telephone, postage and stationery 3,960 
Carriage inwards 9,000 
Returns inward 2,800 
Returns outward  4,590 
Bad debts written off 1,520 
Trade receivables 19,400 
Bank balance 3,090 
Trade payables  9,030 
10% bank loan  30,000 
Interest paid             3,000  _______ 
  615,770 615,770 
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 Additional information: 
1. Inventory at 30 June 2023 was valued at a cost of Sh.3,660,000. 
2. Prepaid rent as at 30 June 2023 amounted to Sh.2,640,000. 
3. Depreciation on non-current assets should be provided as follows: 

• Building at 2% per annum on cost. 
• Plant and equipment at 15% per annum on net book value. 
• Motor vehicles at 20% per annum on cost. 

4. The corporate tax for the year ended 30 June 2023 is estimated at Sh.38,600,000. 
 
 Required: 

(i) Statement of profit or loss for the year ended 30 June 2023. (8 marks) 

(ii) Statement of financial position as at 30 June 2023.  (6 marks) 
   (Total: 20 marks) 

 
QUESTION FOUR 
(a) Outline FOUR disadvantages of direct taxes in your country. (4 marks) 

(b) (i) Explain the term “set off tax” as used in taxation. (2 marks) 

(ii) Discuss THREE causes of tax evasion in developing countries. (6 marks) 

(c) With regards to Customs and Excise Act, highlight FOUR types of goods which are subject to customs control. 
  (4 marks) 

(d) Warren Korir is a commercial farmer. He incurred the following expenditure during the year ended 31 December 
2022: 

  Sh. 
Additions to the farmhouse 1,000,000 
Cowshed 500,000 
Salaries to farm workers 1,800,000 
Granary to accommodate bumper harvest 800,000 
Drainage system 600,000 
Repairing broken fence 100,000 
Dog kennels 200,000 
Farm expenses 2,000,000 
Pesticides 78,000 
 
Required: 
Compute his farmworks deductions for the year ended 31 December 2022. (4 marks) 

 (Total: 20 marks) 
 

QUESTION FIVE 
(a) Highlight FOUR circumstances under which duty paid on imported goods may be refundable. (4 marks) 

 
(b) State FOUR circumstances under which the commissioner of customs and excise duty may request for fresh securities.

  (4 marks) 
 

(c) Betalite PLC commenced its manufacturing operation on 1 January 2022 after incurring the following capital 
expenditures: 

 

 Sh. 
Factory building  12,800,000 
Processing machinery 4,200,000 
Billboard 84,000 
Staff canteen 350,000 
Borehole 1,240,000 
Sports pavilion 470,000 
Computers 140,000 
Computer software 60,000 
Lorry (4 tonnes) 2,860,000 
Saloon car (new) 3,300,000 
Warehouse 680,000 
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 Sh. 
Weighing machines 28,000 
Fax machine 13,000 
Motorbike 68,000 
Trailer 420,000 
Workshop machinery 464,000 
Office furniture 160,000 
 
Additional information: 
1. Factory building include; an office Sh.280,000, showroom Sh.420,000, Godown Sh.800,000 and a retail shop 

Sh.300,000. 
2. The processing machine costing Sh.4,200,000 was imported and the amount includes import duty and value 

added tax of Sh.400,000 and Sh.160,000 respectively which were waived by the government. 
3. The borehole was sunk using money raised internally while the balance was borrowed from a bank amounting 

to Sh.1,000,000 which includes interest on bank loan of Sh.180,000. 
4. The saloon car was disposed of for Sh.2,100,000 on December 2022. 
5. The company constructed a canopy at the entrance of the factory building at a cost of Sh.570,000 which was 

completed and utilised from 1 November 2022. 
6. Purchased a water pump at a cost of Sh.90,000 and a generator at a cost of Sh.120,000. 

 
 Required: 

Compute the investment allowance due to Betalite PLC for the year ended 31 December 2022. (12 marks) 
   (Total: 20 marks) 

………………………………………………………………….. 
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 CS FOUNDATION LEVEL 
   

PRINCIPLES OF ACCOUNTING AND TAXATION 
 

 
 

TUESDAY: 25 April 2023. Afternoon Paper.        Time Allowed: 3 hours. 
 

Answer ALL questions.  Marks allocated to each question are shown at the end of the question. Show ALL your workings.  
Any assumptions made must be clearly and concisely stated. Do NOT write anything on this paper. 
 

RATES OF TAX (Including wife’s employment, self-employment and professional income rates of tax). 
 

Year of income 2022. 
 

Monthly taxable pay             Annual taxable pay   Rate of tax                                             
(Sh.)                    (Sh.)   % in each Sh. 

1 - 24,000 1 - 288,000 10% 
24,001 - 32,333 288,001 - 388,000 25% 
Excess over - 32,333 Excess over - 388,000 30% 
 

Personal relief Sh.2,400 per month (Sh.28,800 per annum). 
 
 

Investment allowance: 
 
 
 
Capital expenditure incurred on: 

Rate of investment allowance Residual value 
(25% per year 

on equal 
instalments) 

Prescribed benefit rates of motor vehicles 
provided by employer 
(i) Saloons, Hatch Backs and Estates    
                                             Monthly       Annual 
                                                rates             rates 
                                                (Sh.)              (Sh.) 

(a) Buildings: 
• Hotel building 
• Building used for manufacture 
• Hospital buildings 
• Petroleum or gas storage facilities 
• Educational/hostels building    
• Commercial building 

 
50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
10% per year on straight line basis 
10% per year on straight line basis 

 
25% 
25% 
25% 
25% 

 
 

Up to   
1201      - 
1501      - 
1751      - 
2001      - 
Over      - 
 

1200 cc 
1500 cc 
1750 cc 
2000 cc 
3000 cc 
3000 cc     
         

  3,600 
  4,200 
  5,800 
  7,200     
  8,600 
14,400 

  43,200 
  50,400 
  69,600 
  86,400 
103,200 
172,800 
  

(b) Machinery: 
• Machinery used for manufacture 
• Hospital equipment 
• Ships or aircraft 
• Motor vehicles and heavy earth 

moving equipment 
• Computer software, calculators, 

copiers and duplicating machines 
• Furniture and fittings 
• Telecommunication equipment 
• Film equipment by a local producer 
• Machinery used to undertake 

operations under prospecting rights 
and exploration under mining rights 

• Other machinery 

 
50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
 

25% per year on straight line basis 
 
25% per year on straight line basis 
 
10% per year on straight line basis 
 

10% per year on straight line basis 
25% per year on straight line basis 
50% in the first year of use 
 
 
10% per year on straight line basis 

 
25% 
25% 
25% 

 
 
 
 
 
 
 
 

25% 

(ii) Pick-ups, Panel Vans 
(unconverted) 
Up to     -    1750 cc 
Over      -    1750 cc 
 
 
 

 
 
 3,600 
 4,200 

 
 
43,200 
50,400 
 
 

(c) Purchase/acquisition of right to use 
fibre optic cable by telecommunication 
operation 

10% per year on straight line basis  (iii) Land Rovers/Cruisers        7,200           86,400 

(d) Farm works 50% in the first year of use 25%    

Commissioner’s prescribed benefit rates:                      Monthly rates 
Services                                                                                     (Sh.) 

Annual rates 
(Sh.) 

   

(i) Electricity (Communal or from a 
generator) 

        1,500 18,000    

(ii) Water (Communal or from a 
borehole) 

          500 6,000    

 
Agriculture employees: Reduced rates of benefits 

    

(i) Water          200   2,400    
(ii) Electricity          900 10,800    
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QUESTION ONE 
(a) Explain TWO purposes of accounting in a business entity. (4 marks) 

 
(b) Describe THREE uses of a trial balance in relation to the preparation of financial statements of a business entity. 

 (6 marks) 
 

(c) Explain the following accounting principles that underlie the preparation of financial statements of an entity: 
 
(i) Going concern concept. (2 marks) 

 
(ii) Prudence concept. (2 marks) 

 
(iii) Consistency concept. (2 marks) 

 
(d) Summarise FOUR cases against the accrual basis of accounting in the public sector. (4 marks) 

 (Total: 20 marks) 
 
QUESTION TWO 
(a) Outline FOUR ethical issues that guide accountants while conducting their work. (4 marks) 

 
(b) The following balances were extracted from the books of Michael Wanjala, a sole trader for the year ended 30 September 

2022: 
 Sh. 
Capital 7,884,000 
Drawings 810,000 
Trade receivables  1,220,400 
Trade payables 1,463,940 
Sales 16,002,640 
Purchases 9,827,440 
Return inwards 97,470 
Return outwards 147,690 
Wages and salaries 1,269,000 
Discount allowed 66,960 
Discounts received 115,020 
Inventories as at 1 October 2021 1,710,180 
Cash at bank 3,713,070 
Cash in hand 38,340 
Lighting and power expenses 127,440 
Rates 66,960 
Office building 1,755,000 
Fixtures and fittings 388,800 
Motor vehicles 4,320,000 
Purchases of stationery 42,120 
Sundry expenses 17,280 
Insurance  162,000 
Allowance for bad and doubtful debts 179,550 
Motor vehicles running expenses  104,220 
Bad debts written off 19,440 
Postage and telephone 36,720 
 
Additional information: 
1. Inventory as at 30 September 2022 amounted to Sh.1,188,000. 
2. One quarter of lighting and power expenses is to be treated as for personal use of Michael Wanjala. 
3. Depreciation is to be provided for as follows on straight line: 

10% on fixtures and fittings. 
20% on motor vehicle 
5% on office building 

4. Rates prepaid amounted to Sh.17,280. 
5. Insurance unexpired amounted to sh.2,700. 
6. Allowance for bad and doubtful debts at the end of the year is to be equal to 10% the trade debtors. 
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Required: 
(i) Prepare statement of profit or loss for the year ended 30 September 2022. (10 marks) 

 
(ii) Prepare statement of financial position as at 30 September 2022. (6 marks) 

  (Total: 20 marks) 
 
QUESTION THREE 
The following trial balance was extracted from the books of Hargytech Limited as at 31 December 2022: 
 
  Sh.“000” Sh.“000” 
Ordinary share capital (Sh.100 each)  150,000 
Share premium  19,000 
General reserve  10,000 
Retained profit  14,500 
Motor vehicle (cost) 40,000 
Freehold property (cost) 180,000 
Furniture and fittings 27,700 
Goodwill 2,500 
Accumulated depreciation (1 January 2022): 

• Motor vehicle  11,325 
• Furniture and fittings  5,690 

Bank   47,460 
Sales   617,250 
Inventory (1 January 2022) 17,390 
Commission received  1,925 
Purchases 468,250 
Rates and insurance 6,445 
Water and electricity 6,345 
Telephone and postage 2,840 
Salaries and wages 16,425 
General expenses 1,790 
Bad debts written off 620 
Motor vehicle running expenses 12,350 
Trade receivable 6,875 
Trade payables ______                    7,300 
  836,990 836,990 
 
Additional information: 
1. Depreciation is to be provided as follows: 

• Motor vehicle 20% on straight line 
• Furniture and fittings 10% on reducing balance 

2. Inventory as at 31 December 2022 was valued at Sh.15,592,000. 
3. The following balances were available as at 31 December 2022: 

 Sh.“000” 
Accrued salaries 280 
Prepaid telephone bills 500 
Commission income accrued  800 

4. Corporate tax for the year is estimated as Sh.12,170,000. 
5. The directors proposed the following: 

• Allowance for bad and doubtful debts at the rate of 8% of trade receivables balance as at 31 December 2022. 
• Transfer of Sh.14,000,000 to the general reserve accounts. 
• A payment of 10% dividends on ordinary share capital. 

 
Required: 
(a) Prepare statement of profit or loss for the year ended 31 December 2022. (12 marks) 

 
(b) Prepare statement of financial position as at 31 December 2022.  (8 marks) 

   (Total: 20 marks) 
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QUESTION FOUR 
(a) Explain the term “clean report of finding” as used in customs and excise taxes. (2 marks) 

 
(b) With reference to customs taxes and excise taxes, explain THREE purposes of customs and excise duties. (6 marks) 

 
(c) Outline FOUR measures imposed by the government to prevent dumping. (4 marks) 

 
(d) With reference to customs and excise duty distinguish between the following terms: 

 
(i) “Customs warehouse” and “bonded warehouse”. (4 marks) 

 
(ii) “Prohibited goods” and “restricted goods”. (4 marks) 

 (Total: 20 marks) 
 

QUESTION FIVE 
(a) Summarise FOUR objectives of fiscal policies in developing countries. (4 marks) 

 
(b) Explain the following terms as used in classification of tax by rates: 

 
(i) Progressive taxes. (2 marks) 

 
(ii) Proportional taxes. (2 marks) 
 

(c) Faiz Manufacturing Ltd. commenced operations on 1 January 2022 after incurring the following expenditure: 
 
 Sh. 
Factory building 9,000,000 
Processing machinery 4,200,000 
Furniture and fittings 640,000 
Boiler 1,840,000 
Staff quarters 1,560,000 
Heavy duty forklift 1,440,000 
Staff canteen 1,080,000 
Saloon car 3,250,000 
Delivery van 3,360,000 
Godown 1,720,000 
Tractor 3,520,000 
Lorry (4 Tonnes) 4,800,000 
Computers 900,000 
Staff clinic 1,620,000 
 
Additional information: 
1. Factory building includes the cost of a showroom Sh.1,000,000 and retail shop Sh.800,000. 
2. A perimeter wall was constructed at a cost of Sh.992,000 and put into use on 1 April 2022. 
3. The godown and staff quarter were constructed at a cost of Sh.1,720,000 and Sh.1,560,000 respectively and 

put into use on 1 October 2022. 
4. On 1 October 2022 the following assets were acquired: 

 Cost (Sh.) 
Conveyor belts 700,000 
Workshop maintenance machine 660,000 
Water pump 840,000 
Trailer for tractor 496,000 
Laptop computers  300,000 

5. In the year ended 31 December 2022, the following assets were disposed of: 
 Sh. 
Furniture  560,000 
Computers 600,000  

6. The saloon car was traded in during the year with another saloon car costing Sh.3,600,000. The trade in value 
was Sh.1,800,000. 

 
Required:  
Compute investment allowance due to Faiz Manufacturing Ltd. for the year ended 31 December 2022. (12 marks) 
  (Total: 20 marks) 

………………………………………………………………….. 
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 CS FOUNDATION LEVEL 
   

PRINCIPLES OF ACCOUNTING AND TAXATION 
 
 

 

TUESDAY: 6 December 2022. Afternoon Paper.        Time Allowed: 3 hours. 
 

Answer ALL questions.  Marks allocated to each question are shown at the end of the question. Show ALL your workings.  
Any assumptions made must be clearly and concisely stated. Do NOT write anything on this paper. 
 

RATES OF TAX (Including wife’s employment, self-employment and professional income rates of tax). 
 

Year of income 2021. 
Assume that the following rates of tax applied throughout the year of income 2021: 

Monthly taxable pay             Annual taxable pay   Rate of tax                                             
(Sh.)                    (Sh.)   % in each Sh. 

1 - 24,000 1 - 288,000 10% 
24,001 - 32,333 288,001 - 388,000 25% 
Excess over - 32,333 Excess over - 388,000 30% 
 

Personal relief Sh.2,400 per month (Sh.28,800 per annum). 
 
 

Investment allowance: 
 
 
 
Capital expenditure incurred on: 

Rate of investment allowance Residual value 
(per year on 

reducing 
balance) 

Prescribed benefit rates of motor vehicles 
provided by employer 
(i) Saloons, Hatch Backs and Estates    
                                             Monthly       Annual 
                                                rates             rates 
                                                (Sh.)              (Sh.) 

(a) Buildings: 
• Hotel building 
• Building used for manufacture 
• Hospital buildings 
• Petroleum or gas storage facilities 
• Educational/hostels building    
• Commercial building 

 
50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
10% per year on reducing balance 
10% per year on reducing balance 

 
25% 
25% 
25% 
25% 

 
 

Up to   
1201      - 
1501      - 
1751      - 
2001      - 
Over      - 
 

1200 cc 
1500 cc 
1750 cc 
2000 cc 
3000 cc 
3000 cc     
         

  3,600 
  4,200 
  5,800 
  7,200     
  8,600 
14,400 

  43,200 
  50,400 
  69,600 
  86,400 
103,200 
172,800 
  

(b) Machinery: 
• Machinery used for manufacture 
• Hospital equipment 
• Ships or aircraft 
• Motor vehicles and heavy earth 

moving equipment 
• Computer software, calculators, 

copiers and duplicating machines 
• Furniture and fittings 
• Telecommunication equipment 
• Film equipment by a local producer 
• Machinery used to undertake 

operations under prospecting rights 
and exploration under mining rights 

• Other machinery 

 
50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
 

25% per year on reducing balance 
 
25% per year on reducing balance 
 
10% per year on reducing balance 
 

10% per year on reducing balance 
25% per year on reducing balance 
50% in the first year of use 
 
 
10% per year on reducing balance 

 
25% 
25% 
25% 

 
 
 
 
 
 
 
 

25% 

(ii) Pick-ups, Panel Vans 
(unconverted) 
Up to     -    1750 cc 
Over      -    1750 cc 
 
 
 

 
 
 3,600 
 4,200 

 
 
43,200 
50,400 
 
 

(c) Purchase/acquisition of right to use 
fibre optic cable by telecommunication 
operation 

10% per year on reducing balance  (iii) Land 
Rovers/Cruisers        

7,200           86,400 

(d) Farm works 50% in the first year of use 25%    

Commissioner’s prescribed benefit rates:                      Monthly rates 
Services                                                                                     (Sh.) 

Annual rates 
(Sh.) 

   

(i) Electricity (Communal or from a 
generator) 

        1,500 18,000    

(ii) Water (Communal or from a 
borehole) 

          500 6,000    

 
Agriculture employees: Reduced rates of benefits 

    

(i) Water          200   2,400    
(ii) Electricity          900 10,800    
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QUESTION ONE 
(a) Identify the financial information needs of the following users of financial statements:   

 
(i) Lenders.   (2 marks) 

 
(ii) Investors.   (2 marks) 
 

(b) With respect to public sector accounting, outline THREE accounting techniques adopted by the public sector entities.  
 (6 marks) 
 

(c) Kisima Holding Ltd. (KHL) has an authorised share capital of Sh.5,000,000 divided into 500,000 shares of Sh.10 each. 
On 1 January 2022, the company decided to issue 400,000 additional shares at Sh.13.5 each (face value Sh.10 each. 
 
The shares were payable in three instalments as follows: 

On application  Sh.5 each 
On allotment  Sh.6 each (including premium) 
On first and final call  Sh.2.5 each 

 
Additional information: 
1. Application for 600,000 shares were received by 31 January 2022. 
2. The applicants were vetted and applicants for 100,000 shares were rejected and refunded their application 

money. 
3. The remaining applicants were allotted 400,000 shares on prorata basis (allotted 4 shares for every 5 shares 

applied for).  
4. The allotment monies were received by 28 February 2022. 
5. The allottees were allowed to use their excess application monies on shares not allotted to reduce the amount 

payable on allotment. 
6. The first and final call was made on 15 March 2022 notifying allottees to pay the final instalment by 31 March 

2022.  
7. The first and final call monies were received from all allottees on due date except applicants of 2,000 shares 

who failed to pay on due date. 
8. These calls in arrears were later forfeited and reissued to another shareholder for Sh.7.5 per share as full paid 

on 31 March 2022. 
 
 

Required: 
Ledger accounts to record the above transactions. (10 marks) 

   (Total: 20 marks) 
 
 
QUESTION TWO 
Coffee and Tea are partners in a firm sharing profit and loss in the ratio 3:2.  
 
Their statement of financial position as at 30 April 2022 was as follows: 

 
   Sh. Sh. 
Non-current assets: 
Land and Building   7,800,000 
Plant and machinery  3,200,000 
Motor vehicles  2,500,000 
Computers     1,900,000 
     15,400,000          
Current assets:                           
Cash in hand  540,000 
Trade receivables 3,600,000 
Inventory      6,000,000 
    10,140,000 
    25,540,000 
Financed by: 
Capital account:  Coffee 7,200,000 
   Tea 4,800,000 12,000,000 
Current account:  Coffee 2,400,000 
   Tea 1,200,000 3,600,000 
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    Sh. Sh. 
Non-current liabilities: 
5-year bank loan    1,800,000 
Current liabilities: 
Bank   5,240,000 
Trade payable 2,900,000   8,140,000 
    25,540,000 
 
On 1 May 2022 they admitted Cocoa as a partner on the following terms: 
 
Additional information: 
1. The new profit sharing ratio of Coffee, Tea and Cocoa was agreed at 5:3:2. 
2. Goodwill was to be valued at Sh.1,200,000 and was to be written off. 
3. The provision of doubtful debts is to be provided at 10% of trade receivables balance. 
4. Land and building was revalued to Sh.9,000,000 and plant and equipment was reduced by Sh.200,000. 
5. The inventory was revalued at Sh.5,400,000. 
6. Cocoa was to contribute cash in order to make her capital and current accounts equal to 1/5 of the combined adjusted 

capital and current accounts of Tea and Coffee. 
 

Required: 
Prepare the following accounts:  

 
(a) Revaluation account.   (4 marks) 

 
(b) Partners’ capital account.   (5 marks) 

 
(c) Partners’ current account.   (3 marks) 

 
(d) Prepare a statement of financial position as at 1 May 2022 after admission of Cocoa. (8 marks) 

   (Total: 20 marks) 
 

QUESTION THREE 
(a) (i) Explain the term “share premium”.            (2 marks)  
  

(ii)  State FOUR purposes that the share premium may be applied for by a company.     (4 marks) 
 
(b) The following assets and liabilities were extracted from the books of Jikaze sports club as at 31 December 2020 and               

31 December 2021.         
   2020 2021 
   Sh.  Sh. 

Investment at cost 5,000,000  4,000,000     
Sports equipment 600,000     680,000 
Furniture 400,000 360,000 
Subscriptions in arrears 180,000 120,000 
Subscriptions in advance 150,000 300,000 
Bar inventory 120,000 220,000 
Bar payables 30,000 130,000 
Stock of stationery 20,000 10,000 
Accrued rates 15,000 25,000 
Prepaid insurance 14,000 34,000 
 

 The summary of receipts and payments for the year ended 31 December 2021: 
 

Receipts Sh. Payments Sh. 
    

Bank balance brought forward 250,000 Ground maintenance 405,000 
Bar taking 3,600,000 Staff salaries 2,390,000 
Donations 800,000 Bar payables 1,200,000 
Subscriptions 2,800,000 New equipment 200,000 
Income from investment 405,000 Subscription refunded to members 20,000 
Annual dinner sales 1,400,000 Barman’s wages 1,200,000 
Entry fees 750,000 Stationery 300,000 
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Receipts Sh. Payments Sh. 
Proceeds from sale investment 1,250,000 Annual dinner costs 800,000 
  Rates  80,000 
  Insurance 240,000 
 _________ Bank balance carried forward   4,420,000 
 11,255,000  11,255,000 

 
 Additional information: 

1. Included in the subscriptions received in the year 2021 is Sh.150,000 being arrears for the year ended                          
31 December 2020. It is the policy of the club to write off subscriptions arrears owing for more than twelve 
months. 

2. During the year an investment which cost Sh.1,000,000 was sold for Sh.1,250,000. The club accountant 
recorded only the receipt of proceeds from sale of investment in the books of account. 

 
 Required: 

(i) Bar income statement for the year ended 31 December 2021  (4 marks) 
  

(ii) Subscriptions account.   (4 marks) 
 

(iii) Income and expenditure account for the year ended 31 December 2021. (6 marks) 
   (Total: 20 marks) 

 
QUESTION FOUR 
(a) Explain the following terms as used in customs and excise taxes:  

 
(i) Customs area.   (2 marks) 

 
(ii) Duty free shop.   (2 marks) 

 
(iii) Ad valorem duty.   (2 marks) 

 
(b) Propose FOUR ways in which an individual or firm could engage in tax avoidance. (8 marks) 

 
(c) Discuss the following principles of an optimal tax system:  

 
(i) Diversity.   (2 marks) 

 
(ii) Productivity.   (2 marks) 

 
(iii) Flexibility.   (2 marks) 
   (Total: 20 marks) 

 

QUESTION FIVE 
(a) Outline FOUR benefits a country could derive from adopting a multiple tax system.                                          (4 marks)

  
(b) Identify FOUR documents or instruments that are exempted from stamp duty. (4 marks) 
 
(c) Nadia Shoe Manufacturing company commenced its operations in 1 January 2021 after incurring the following 

expenditure: 
 Sh. 
Factory building 46,800,000 
Processing machinery 3,600,000 
Furniture and fittings 426,000 
Boilers 1,200,000 
Fork lift 900,000 
Saloon car 3,400,000 
Delivery van 2,700,000 
Tractor 4,200,000 
Lorry (4 Tonnes) 3,200,000 
Computers 600,000 
Staff clinic 1,000,000 
Land  20,000,000 
Wheelbarrow 36,000  
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Additional information: 
1. Factory building includes the cost of a showroom Sh.600,000 a retail shop Sh.500,000 and staff canteen Sh.720,000. 
2. A perimeter wall was constructed at a cost of Sh.1,100,000 and completed on 1 April 2021. 
3. A go-down and staff quarters were constructed during the year at a cost of Sh.1,200,000 and Sh.1,040,000 respectively 

and put into use on 1 October 2021. 
4. Included in the land is Sh.2,000,000 being legal fee paid to lawyer involved in acquiring the land. 
5. A warehouse was constructed at a cost of Sh.940,000 and put into use on 1 September 2021. 
6. On 1 October 2021 the following assets were acquired: 

 Sh. 
Conveyor belts 460,000 
Workshop maintenance machine 400,000 
Water pump 640,000 
Trailer for tractor 330,000 
Computers 200,000 
Electrical weighing scales 150,000 

7. During the year ended 31 December 2021, the following assets were disposed of: 
    Sh. 
 Furniture  370,000 
 Computers   460,000 

8. During the year the saloon car was sold for Sh.2,000,000 and a new one was purchased at a cost of Sh.3,700,000. 
9. On 1 July 2021, a television set was purchased at a cost of Sh.64,000 and placed at the reception area. 

 
Required: 
Compute investment allowance for Nadia Shoe Manufacturing Company for the year ended 31 December 2021. (12 marks) 

  (Total: 20 marks) 
………………………………………………………………….. 
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CS FOUNDATION LEVEL 

PILOT PAPER 

PRINCIPLES OF ACCOUNTING AND TAXATION 
December 2021. Time Allowed: 3 hours. 

Answer ALL questions.  Marks allocated to each question are shown at the end of the question. Show ALL your 
workings.  Any assumptions made must be clearly and concisely stated. 

RATES OF TAX (Including wife’s employment, self-employment and professional income rates of tax). 

Year of income 2020. 

Assume that the following rates of tax applied throughout the year of income 2020: 
Monthly taxable pay             Annual taxable pay Rate of tax 

(Sh.)                    (Sh.) % in each Sh. 
1 - 24,000 1 - 288,000 10% 
24,001 - 40,667 288,001 - 488,000 15% 
40,668 - 57,334 488,001 - 688,000 20% 
Excess over - 57,334 Excess over - 688,000 25% 

Personal relief Sh.2,400 per month (Sh.28,800 per annum). 
Investment allowance: 

Capital expenditure incurred on: 

Rate of investment allowance Residual 
value 

(per year on 
reducing 
balance) 

Prescribed benefit rates of motor vehicles 
provided by employer 
(i) Saloons, Hatch Backs and Estates

 Monthly  Annual 
 rates   rates 
 (Sh.)   (Sh.) 

(a) Buildings:
 Hotel building
 Building used for manufacture
 Hospital buildings
 Petroleum or gas storage facilities
 Educational/hostels building
 Commercial building

50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
10% per year on reducing balance 
10% per year on reducing balance 

25% 
25% 
25% 
25% 

Up to  
1201  - 
1501  - 
1751  - 
2001  - 
Over      - 

1200 cc 
1500 cc 
1750 cc 
2000 cc 
3000 cc 
3000 cc 

  3,600 
  4,200 
  5,800 
  7,200 
  8,600 
14,400 

  43,200 
  50,400 
  69,600 
  86,400 
103,200 
172,800 

(b) Machinery:
 Machinery used for manufacture
 Hospital equipment
 Ships or aircraft
 Motor vehicles and heavy earth

moving equipment
 Computer software, calculators,

copiers and duplicating machines
 Furniture and fittings
 Telecommunication equipment
 Film equipment by a local producer
 Machinery used to undertake

operations under prospecting rights
and exploration under mining rights

 Other machinery

50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
25% per year on reducing balance 

25% per year on reducing balance 

10% per year on reducing balance 
10% per year on reducing balance 
25% per year on reducing balance 
50% in the first year of use 

10% per year on reducing balance 

25% 
25% 
25% 

25% 

(ii) Pick-ups, Panel Vans
(unconverted)

Up to     -    1750 cc 
Over      -    1750 cc 

 3,600 
 4,200 

43,200 
50,400 

(c) Purchase/acquisition of right to use
fibre optic cable by telecommunication
operation

10% per year on reducing balance (iii) Land Rovers/Cruisers 7,200 86,400 

(d) Farm works 50% in the first year of use 25% 

www.ch
op

i.c
o.k

e



 CS14 Page 2 
 Out of 4 

QUESTION ONE 
(a) The public Finance Management Act requires that, no later than 30 August in each year, the Cabinet Secretary shall 

issue to all National government entities a circular setting out guidelines on the budget process to be followed by 
them. With reference to the above provision, outline four contents of the circular. (4 marks) 

 
(b) Discuss four responsibilities of the National Treasury in the administration of the consolidated Fund. (8 marks) 

 
(c) Explain four fiscal responsibility principles enforced by the National Treasury in Managing National Government 

Public Finance. (8 marks) 
 (Total: 20 marks) 

 
QUESTION TWO 
Tom and Ken are partners sharing profits and losses in the ratio of 3:2 respectively. The partnership agreement provides for 
Ken to receive a salary of Ksh. 8 million per annum. Interest on capital allowed at the rate of 5% per annum. 
 
Their statement of financial position as at 31 July 2020 was as follows: 

Cost   Depreciation  Net book value 
Sh.“000” Sh.“000” Sh.“000” 

Non-current assets:        
Premises  48,000  6,400  41,600 
Equipment  16,000                   9,600    6,400 
  64,000  16,000 48,000 
Current assets: 
Inventory   11,200  
Accounts receivable   4,400 
Cash   800  16,400 
   64,400 
Capital and liabilities 
Capital accounts: 

Tom  32,000 
Ken  20,000  52,000 

Current accounts: 
Tom   6400 
Ken   (600)  5,800 

Current liabilities 
Accounts payable        6,600 
    64,400 
Additional Information; 
1. On 1 November 2020, Jude was admitted to the partnership. The terms of her admission were as follows: 

Interest on capital was raised from 5% per annum to 6% per annum for all partners. 
Jude introduced Sh. 24 million in cash as capital into the partnership. 
Jude received a salary of Sh.12 million per annum. Ken’s salary was raised to Sh.12 million per annum. 
The profit-sharing ratio for Tom, Ken and Jude was adjusted to 4:2:1 respectively. 

2. The profit for the year ended 31 July 2021 was Sh.111,570,000 
3. As at 31 July 2021, the working capital of the partnership was as follows: 

Sh.“000” 
Inventory  25,110 
Accounts receivable  7,000 

 Cash  17,260 
 Accounts payable and accrual  6,960 
4.  Partners drawings for the year ended 31 July 2021 were as follows: 

Sh.“000” 
Tom  51,410 
Ken  39,050 
Jude 16,500 

5.  The non-current assets are to be depreciated as follows: 
Asset  Rate per annum 
Premises  5% on cost 
Equipment  10% on cost 
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Required: 
(a) Statement of profit or loss and appropriation account for the year ended 31 July 2021. (10 marks) 

(b) Partners current accounts.  (4 marks) 

(c) Statement of financial position as at 31 July 2021.  (6 marks) 
 (Total: 20 marks) 

QUESTION THREE 
The following balances were extracted from the books of Hesabu Ltd. as at 31 December 2020: 

Debit    Credit 
 Sh.“000” Sh.“000” 

Trade receivables and trade payables  4,500  3,960 
General reserves (I January 2020)   3,800 
Gross profit for the period   13,610 
Inventories (31 December 2020)  3,200 
Ordinary share capital   7,000 
10% preference capital   2,000 
Bad debts written off  120 
Salaries and wages  2,940 
Furniture and fittings (Cost Sh.7 million)  5,600 
Land at cost  13,695 
Revenue reserves (I January 2020)   2,100 
Directors’ fees  900 
Cash balance  150 
12% Debentures      
   3,000 
Discounts Allowed and Discounts received  170 85 
Allowance for doubtful debts   400 
Debenture interest paid  300 
Rental income   800 
Interim preference dividends paid  180 
Interim ordinary dividends paid  130 
Corporation tax paid  410 
Prepaid director fees  150 
Accrued rental income     200  ______ 

32,645  32,645 
 
Additional Information 
1. Provisions as at 31 December 2020 are to be made as follows 

 Audit fees Sh.360,000 
 Outstanding debenture interest 

2. Included in the salaries and wages is Sh. 140,000 which relates to the month of January 2019. 
3. Allowances for doubtful debts are to be made at 10% of net trade receivables. 
4. Furniture and fittings are to be depreciated at 10% per annum on the net book values 
5. The directors have recommended that 

 Sh.700,000 be transferred to general reserves 
 Outstanding preference dividends and a 5 % ordinary dividend be paid for the whole year. 

 
Required: 
(a) Income statement for the year ended 31 December 2020.  (12 marks) 

(b) Statement of financial position as at 31 December 2020. (8 marks) 
 (Total: 20 marks) 

QUESTION FOUR 
(a) Explain the treatment of the following in taxation: 

(i) Tax losses.  (2 marks) 

(ii) Capital losses. (2 marks) 

(b) Explain two distinguishing features between tax evasion and tax avoidance.  (4 marks) 
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(c) ABC Commenced a manufacturing operation on 1 May 2020 having incurred the following capital expenditure: 
 Sh.“000” 
Factory buildings (Note 1)  20,600 
Processing machinery  4,800 
Factory parking bay 1,640 
Sewerage system 560,000 
Industrial effluent treatment plant  2,400   

  
Additional Information: 
1. Factory building included the following:  Sh.“000” 
 Cost of land  4,400 
 Godown 800 
 Showroom  520 
 Offices   600 
 Retail shop  400 
2. On 1 July 2020, the following capital expenditures were incurred: 
 Photocopier  60 
 Computers 150 
 Motorbike  96 
 Saloon car  3,400 
 Fork lift  720 
 Furniture 240 
 Pick up  920 
 Scanners  56 
 Tractor  1,700 
 Carpets  36 
3. The company imported a weighting machine on 1 September 2020 at a cost of Sh.480,000 inclusive of duty 

of Sh.20,000. The duty was waived by the government. 
 
Required: 
Investment allowances due to the company for the year ended 31 December 2020. (12 marks) 

 (Total: 20 marks) 
 
QUESTION FIVE 
(a) Highlight two categories of goods liable under customs and excise duty Act. (2 marks) 

(b) Suggest four types of taxes used by a government in collecting tax revenue. (4 marks) 

(c) Explain two ways in which the Revenue Authority in your country might prevent loss of tax revenue from Imports   
  (4 marks) 

(d) Discuss five challenges faced by a tax authority of a developing economy. (10 marks) 
 (Total: 20 marks) 
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 CS FOUNDATION LEVEL 
   

PRINCIPLES OF ACCOUNTING AND TAXATION 
 
 

 

TUESDAY: 2 August 2022. Afternoon paper.        Time Allowed: 3 hours. 
 

Answer ALL questions.  Marks allocated to each question are shown at the end of the question. Show ALL your workings.  
Any assumptions made must be clearly and concisely stated. Do NOT write anything on this paper. 
 

RATES OF TAX (Including wife’s employment, self-employment and professional income rates of tax). 
 

Year of income 2021. 
Assume that the following rates of tax applied throughout the year of income 2021: 

Monthly taxable pay             Annual taxable pay   Rate of tax                                             
(Sh.)                    (Sh.)   % in each Sh. 

1 - 24,000 1 - 288,000 10% 
24,001 - 32,333 288,001 - 388,000 25% 
Excess over - 32,333 Excess over - 388,000 30% 
 

Personal relief Sh.2,400 per month (Sh.28,800 per annum). 
 
 

Investment allowance: 
 
 
 
Capital expenditure incurred on: 

Rate of investment allowance Residual value 
(per year on 

reducing 
balance) 

Prescribed benefit rates of motor vehicles 
provided by employer 
(i) Saloons, Hatch Backs and Estates    
                                             Monthly       Annual 
                                                rates             rates 
                                                (Sh.)              (Sh.) 

(a) Buildings: 
• Hotel building 
• Building used for manufacture 
• Hospital buildings 
• Petroleum or gas storage facilities 
• Educational/hostels building    
• Commercial building 

 
50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
10% per year on reducing balance 
10% per year on reducing balance 

 
25% 
25% 
25% 
25% 

 
 

Up to   
1201      - 
1501      - 
1751      - 
2001      - 
Over      - 
 

1200 cc 
1500 cc 
1750 cc 
2000 cc 
3000 cc 
3000 cc     
         

  3,600 
  4,200 
  5,800 
  7,200     
  8,600 
14,400 

  43,200 
  50,400 
  69,600 
  86,400 
103,200 
172,800 
  

(b) Machinery: 
• Machinery used for manufacture 
• Hospital equipment 
• Ships or aircraft 
• Motor vehicles and heavy earth 

moving equipment 
• Computer software, calculators, 

copiers and duplicating machines 
• Furniture and fittings 
• Telecommunication equipment 
• Film equipment by a local producer 
• Machinery used to undertake 

operations under prospecting rights 
and exploration under mining rights 

• Other machinery 

 
50% in the first year of use 
50% in the first year of use 
50% in the first year of use 
 

25% per year on reducing balance 
 
25% per year on reducing balance 
 
10% per year on reducing balance 
 

10% per year on reducing balance 
25% per year on reducing balance 
50% in the first year of use 
 
 
10% per year on reducing balance 

 
25% 
25% 
25% 

 
 
 
 
 
 
 
 

25% 

(ii) Pick-ups, Panel Vans 
(unconverted) 
Up to     -    1750 cc 
Over      -    1750 cc 
 
 
 

 
 
 3,600 
 4,200 

 
 
43,200 
50,400 
 
 

(c) Purchase/acquisition of right to use 
fibre optic cable by telecommunication 
operation 

10% per year on reducing balance  (iii) Land 
Rovers/Cruisers        

7,200           86,400 

(d) Farm works 50% in the first year of use 25%    

Commissioner’s prescribed benefit rates:                      Monthly rates 
Services                                                                                     (Sh.) 

Annual rates 
(Sh.) 

   

(i) Electricity (Communal or from a 
generator) 

        1,500 18,000    

(ii) Water (Communal or from a 
borehole) 

          500 6,000    

 
Agriculture employees: Reduced rates of benefits 

    

(i) Water          200   2,400    
(ii) Electricity          900 10,800    
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QUESTION ONE 
(a) Describe three qualities of useful accounting information. (6 marks) 

 
(b) Highlight four characteristics of public sector entities. (4 marks) 

 
(c) Millz Ltd. maintains its property, plant and equipment at cost. The company maintained an accumulated depreciation 

account for each asset. 
As at 31 December 2020, the asset balances were as follows: 

Asset Cost Accumulated depreciation 
 Sh. “000” Sh. “000’ 
Machinery 210,360 102,680 
Office furniture 14,300 7,450 

 
 Additional information: 

1. Acquisitions for the year ended 31 December 2021 were as follows: 
 

Asset Cost 
Sh. “000” 

Machinery 9,920 
Office furniture 1,600 
  

2. Disposals for the year ended 31 December 2021 were as follows: 
• Machinery costing Sh.11,200,000 purchased during the year ended 31 December 2018, was sold for 

Sh.3,200,000. 
• Office furniture costing Sh.1,200,000 purchased during the year ended 31 December 2019, was sold 

for Sh.700,000 
3. Depreciation is provided on a straight line basis as follows: 

 
Asset Rate per annum 
Machinery 20% 
Office furniture 10% 
 

4. The company’s policy is to provide a full year’s depreciation in the year of acquisition and no depreciation 
charge in the year of disposal. 

 
Required: 
Prepare the following accounts as at 31 December 2021: 
 
(i) Machinery account.   (2 marks) 

 
(ii) Accumulated depreciation on machinery account.  (2 marks) 

 
(iii) Office furniture account.   (2 marks) 

 
(iv) Accumulated depreciation on office furniture account.  (2 marks) 

 
(v) Machinery disposal account.   (1 mark) 

 
(vi) Office furniture disposal account.   (1 mark) 

   (Total: 20 marks) 
 
QUESTION TWO 
(a) The following trial balance was extracted from the books of Taratibu Ltd. as at 31 December 2021; 

 
  Sh.“000” Sh.“000” 
Ordinary shares of Sh.100 each  80,000 
Share Premium  20,000 
10% preference shares  40,000 
10% debentures  60,000 
Retained earnings                5,829                                     
Property (at cost) 70,000 
Plant (at cost) 70,000 
Equipment (at cost) 55,000 
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     Sh.“000” Sh.“000” 
Accumulated depreciation (1 January 2021) 
• Plant   10,000 
• Equipment                                             5,000 
Gross profit            67,000 
Discounts allowed 800 
Discount received  2,000 
Inventory as at 31 December 2021 37,800 
General expenses 4,000 
Rent and rates             2,600                                     
Administrative expenses 10,000 
Bad debts written off 147 
Audit fee             650                                     
Directors’ fees 1,500  
Interim dividends paid:  
• Preference shares             2,000     
• Ordinary shares 4,000 
Half year debenture interest paid 3,000 
Accounts receivable             18,800 
Accounts payables  6,600 
Bank balance    16,132              
   296,429 296,429                                    
                                 
 
Additional information: 
1. Depreciation is to be provided on cost as follows: 

Asset Rate per annum  
• Plant 20% 
• Equipment 10%  

 
2. The corporation tax for the year amounted to Sh.3,627,000. 
3. As at 31 December 2021, rates paid in advance amounted to Sh.500,000, while salaries and wages outstanding 

amounted to Sh.300,000. Salaries and wages are included in administrative expenses. 
4. The directors propose to pay a final dividend of 10% of the issued share capital and pay the remainder of the 

preference share dividend. 
5. An allowance for doubtful debts of 2% of the amount owing as at 31 December 2021 is to be created. 

 
Required: 
(a) Statement of profit or loss for the year ended 31 December 2021. (10 marks) 

 
(b) Statement of financial position as at 31 December 2021.  (10 marks) 

   (Total: 20 marks) 
 

QUESTION THREE 
Certified Human Resource Institute (CHRI) is a professional body for human resources. The institute offers training to both 
members and non-members, organises continuous professional development (CPD) programmes and has conference facilities 
(inclusive of a restaurant) which it hires out to the public. It also has a magazine where companies place their advertisements. 
The receipts and payments account for the year ended 30 June 2022 is as follows: 
 
   Receipts and Payments Account 

Receipts  Sh. “000” Payments Sh. “000” 
Balance brought forward  11,070 New conference facilities 900,000 
Incomes from CPD events:  Purchase of restaurant inventory 421,875 
• For members 393,750 Expenses for organising CPD events 101,250 
• For Non-members 42,750 General expenses 225,000 
Income from magazines 22,500 Restaurant salaries 52,000 
Members’ subscriptions 675,000 Printing and stationery for magazines 4,500 
Restaurant sales 581,250 Repair of conference facilities 6,000 
    
Hire of conference facilities    618,750 Balance carried forward    634,445 
 2,345,070  2,345,070 
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The following balances relate to the books of the institute as at 1 July 2021: 
    
   Sh. “000” 
Building (at cost)  56,250 
Accumulated depreciation on building  11,250 
Conference facilities (net book value)  90,000 
Furniture and fittings (cost)  13,500 
Accumulated depreciation on furniture and fittings  4,500 
Motor vehicles (net book value)  40,000 
Accrued members’ subscription brought forward  500  
Prepaid members’ subscription carried forward  630 
Cash and cash equivalents  11,070 
Restaurant inventory  4,000 
Restaurant payables  625 
 
Additional information: 
1. Restaurant inventory as at 30 June 2022 was valued at Sh.2,520,000. 
2. The following balances were accruing as at 30 June 2022: 

 
  Sh. “000” 

Restaurant purchases  800 
Restaurant salaries  25 
Repair of conference facilities  370 
 

3. As at 30 June 2022, outstanding and prepaid members’ subscriptions amounted to Sh.350,000 and Sh.790,000 
respectively. 

4. Depreciation is to be provided on a reducing balance basis at the following rates per annum: 
 
Asset Rate 

Building 2.5% 
Conference facilities 10% 
Furniture and fittings 10% 
Motor vehicles 20% 
 

5. Full year deprecation is provided in the year of acquisition but none in the year of disposal. 
 
Required: 
(a) Restaurant income statement for the year ended 30 June 2022. (4 marks) 

 
(b) Income and expenditure account for the year ended 30 June 2022. (8 marks) 

 
(c) Statement of financial position as at 30 June 2022.  (8 marks) 

   (Total: 20 marks) 
 
QUESTION FOUR 
(a) Define the following terms as used in relation to customs taxes:  

 
(i) Dumping.   (2 marks) 

 
(ii) Bond security.   (2 marks) 
 

(b) Every package of excisable goods, except motor vehicles and manufactured goods are required to be affixed with an 
excise stamp. 
 
Explain four purposes of the excise stamp.    (4 marks) 
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(c) KR Ltd., a manufacturing company, commenced its operations on 1 January 2021 after incurring the following 
expenditures:  
 Sh. 
Land 7,000,000 
Factory building 4,200,000 
Standby generator 150,000 
Staff quarters 1,800,000 
Processing machinery 4,000,000 
Pick up 1,400,000 
Computers 260,000 
Processing machinery installation cost 120,000 
Perimeter wall 800,000 
Sign board 100,000 
Warehouse 1,000,000 
Electrical wiring (factory building) 350,000 
Scanner  56,000 
Saloon car 3,200,000 
Conveyor belt 560,000 
 
Additional information: 
1. The pick-up was traded-in on June 2021 at a cost of Sh.1,200,000 for a prado. The company paid a balance of 

Sh.2,100,000 in cash. 
2. The following buildings were constructed and put into use on 1 July 2021: 

 Sh. 
• Staff social hall 900,000 
• Staff canteen 700,000 

3. In August 2021, the following assets were acquired on hire purchase terms: 
 
Asset                    Hire Purchase Price Cash price 
 Sh. Sh. 
Factory equipment 2,250,000 1,310,000  
Factory workshop machinery 1,800,000 1,100,000 
Forklift 1,050,000 620,000 

 
 
Required: 
Investment allowances due to KR Ltd. for the year ended 31 December 2021. (12 marks) 
   (Total: 20 marks) 

 

QUESTION FIVE 
(a) (i) Explain the term “taxable capacity”.                                                                                                       (2 marks)  
  

(ii)  Discuss four factors that could influence the taxable capacity in your country.     (8 marks) 
 
(b) Explain the following terms used in tax shifting: 

 
(i) Forward shifting. (2 marks) 

 
(ii) Backward shifting. (2 marks) 

 
(c) Mount Zone Milk Limited buys milk from dairy farmers at Sh.45 per litre and after processing sells it at Sh.100 per 

litre.  Tax at the rate of 20% is imposed on every litre of milk sold. 
 
Required: 
Demonstrate the effect of the following tax shifts on the cost price and selling price of milk per litre: 
  
(i) No tax shift. (2 marks) 

 
(ii) Forward shift. (2 marks) 

 
(iii) Backward shift. (2 marks) 
  (Total: 20 marks) 

………………………………………………………………….. 
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