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CERTIFIED SECRETARIES (CS) 
 

 FOUNDATION LEVEL 
 

PRINCIPLES OF ACCOUNTING AND TAXATION 
 
 

 

TUESDAY: 2 December 2025. Afternoon Paper.   Time Allowed: 3 hours. 
 

This paper consists of five (5) questions. 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 (For employment income including wife’s employment, self-employment and professional income).  
 

Year of income 2024.  
 

Assume the following rates of tax applied throughout the year of income 2024: 
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% 
32,334 
500,001               
Excess over 
 

- 
- 

500,000 
800,000 
800,000 

388,001 
6,000,001 
Excess over 

- 
- 

6,000,000 
9,600,000 
9,600,000 

30% 
32.5% 
35% 

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 

114,400 

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                   3,600          43,200 
 Over   - 1750 cc                  4,200          50,400 
 

 
(iii) Land Rovers/Cruisers           7,200          86,400 
 

 
 

 
 
 

 
 

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

10% per year on straight line basis       

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

Commissioner’s prescribed benefit rates: Monthly rates Annual rates 
Services (Sh.) (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) Highlight FOUR causes of depreciation on non-current assets. (4 marks) 

 
(b) Explain the following accounting concepts: 

 
(i) Going concern. (2 marks) 

 

(ii) Accrual. (2 marks) 
 

(iii) Consistency. (2 marks) 
 

(c) Kimili Limited, a public limited company supplies a wide range of products to its customers using its large 
distribution network. 
 
The following financial information relating to the property, plant and equipment were extracted from the 
accounting records as at 31 March 2024: 

 

    Cost Accumulated depreciation 
 Sh.“000” Sh.“000” 
Property (land at cost Sh.40 million) 85,000 18,000 
Plant and equipment 21,000    9,800 
Motor vehicles 40,000  19,200 
Fixtures and fittings 12,000      4,800 

 
Additional information: 
1. On 1 April 2024, the company directors accepted a valuation report from a professional valuer which 

revealed the fair value of the property at Sh.75.5 million (land Sh.5 million).  However, the remaining 
economic useful life of the building remained unchanged. 

2. On 1 October 2024, the company acquired new motor vehicles at a cost of Sh.6.4 million.  On 1 January 
 2025, the company installed new items of plant at a cost of Sh.3.2 million. 
3. On the same date, old items of fixtures and fittings which had cost Sh.3 million and accumulated 
 depreciation of Sh.1.2 million were traded-in for a new furniture equipment with a cost of Sh.4.4  million.  
 The company paid an additional Sh.2.1 million in cash to finance the trade-in agreement. 
4. During the year ended 31 March 2025, some motor vehicles which had cost Sh.15 million and an 
 accumulated depreciation of Sh.7.2 million, were sold for Sh.10 million in cash. 
5. The company’s policy is to provide for full-year depreciation in the year of asset purchase and none in the 
 year of disposal. 
6. Depreciation on property, plant and equipment is provided as follows: 
 

Asset Rate per annum Basis 
Building 2% Straight line 
Plant and equipment 15% Reducing balance 
Motor vehicles 20% Straight line 
Fixtures and fittings 10% Straight line 

 
Required: 
Prepare a non-current asset movement schedule for Kimili Limited for the year ended 31 March 2025. (10 marks)  

   (Total: 20 marks) 
 
QUESTION TWO 
Keter and Lewis are partners sharing profit and losses in the ratio 3:2 respectively.  The following is their statement of 
financial position as at 30 September 2025. 
 
Keter and Lewis statement of financial position as at 30 September 2025: 

 Sh.“000” Sh“000” 
Non-current assets:   
Buildings  40,800 
Plant  33,600 
Furniture and fittings  15,400 
  89,800 
Current assets:   
Inventory 13,840  
Trade receivables 10,520  
Bank 15,000   39,360 
  129,160 
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 Sh.“000” Sh“000” 
Capital:   
      Keter 44,800  
      Lewis 25,600 70,400 
Net profit for the year  9,760 
Non-current liabilities:   
Loan  29,800 
Current liabilities:   
Trade payables 19,200   19,200 
  129,160 

 

Additional information: 
Keter and Lewis agreed to admit Moses in to the partnership on 30 September 2025 under the following terms: 
1. Moses to bring in Sh.20,000,000 as his capital. 
2. The new profits and losses sharing ratio for Keter, Lewis and Moses to be revised to 5:3:2 respectively. 
3. Goodwill of the business was valued at Sh.6,400,000 while the buildings and plant at Sh.88,000,000 and 

Sh.24,000,000 respectively at the date of admission of Moses. 
4. Goodwill will be recorded in the books for the purpose of admission of Moses but written off immediately in the 

partners’ capital accounts. 
5. Keter and Lewis are to be credited with 5% interest on capital accounts. 
6. The loan was to be paid in full. 
 
Required: 
Prepare the following: 
 
(a) Profit and loss appropriation account.  (4 marks) 
 
(b) Partners’ Capital Account.  (6 marks) 
 
(c) Revised Statement of financial position as at 30 September 2025 after admission of Moses.  (10 marks) 

 (Total: 20 marks) 
 

QUESTION THREE 
(a) Highlight FOUR features of non-profit making organisations. (4 marks) 

 
(b) The following trial balance as at 30 September 2024 relates to Ushuru Limited, a public Limited company: 

 

 Sh.“000” Sh.“000” 
Revenue  281,500 
Purchases 120,000  
Inventory at 1 October 2023 14,000  
Carriage inwards 24,000  
Purchases returns  7,200 
Sales returns 4,200  
Staff salary 11,250  
Rent and rates 6,150  
Electricity and water 3,600  
Repairs and maintenance 1,200  
Telephone and postage 750  
Carriage outwards 550  
Property at cost (land Sh.25 million) 105,000  
Plant and equipment at cost 90,000  
Motor vehicles at cost 40,000  
Accumulated depreciation at 1 October 2023:   
       Building  16,000 
       Plant and equipment  44,900 
       Motor vehicles  20,000 
Trade variables 24,700  
Cash at bank 19,900  
Trade payables  13,800 
12% bank loan  15,000 
Ordinary share capital  45,000 
Share premium  11,500 
Retained profit as at 1 October 2023 ______    10,400 
 465,300 465,300 
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Additional information: 
1. Inventory as at 30 September 2024 was valued at a cost of Sh.18 million. 
2. As at 30 September 2024, accrued rent and rates amounted to Sh.190,000. 
3. Depreciation on non-current assets is to be provided as follows: 

 

Assets Rate per annum Basis 
Building  2.5% Straight line 
Plant and Machinery 10% Reducing balance 
Motor vehicles 25% Straight line 

 

4. The current tax for the year ended 30 September 2024 was estimated at Sh.32 million. 
 

Required: 
(i) Statement of profit or loss for the year ended 30 September 2024. (8 marks) 
 

(ii) Statement of financial position as at 30 September 2024. (8 marks) 
 (Total: 20 marks) 
 

QUESTION FOUR 
(a) State TWO ways in which revenue authority may lose tax revenue from imports. (2 marks) 

 

(b) With regards to the Customs and Excise Act, outline FOUR areas designated as customs areas in your country.              
 (4 marks) 
 

(c) Explain THREE benefits of an effective tax policy in your country. (6 marks) 
 

(d) Discuss FOUR ways in which taxation could be applied to achieve fiscal policy objectives in your country.                    
 (8 marks) 
 (Total: 20 marks) 
 

QUESTION FIVE 
(a) Citing TWO reasons, justify the need of affixing excise stamps on every package of excisable goods according to 

Customs and Excise Act.  (4 marks) 
 
(b) On 1 January 2024, Sandles Manufactures Limited commenced business after acquiring the following assets: 

 

                           Sh. 
Goodwill 1,200,000 
Land 48,000,000 
Industrial building 102,000,000 
Plant (fixed to the building) 14,400,000 
Mobile Prime movers 11,820,000 
Land-cruiser (used by the director) 7,920,000 
Peugeot 504 pick- up (Delivery van) 3,500,000 
Security fence 2,400,000 
Staff quarters 36,000,000 
Boilers 12,000,000 
Furniture and fittings 7,200,000 
Milling machines 75,000,000 
 
Additional information: 
The following assets were acquired or constructed on 1 August 2024: 
                      Sh. 
Mercedes Benz car for the finance manager 4,400,000 
Toyota Hilux pick-up (Delivery van) 4,600,000 
Tractor 6,200,000 
Executive desk for top managers’ office 1,800,000 
Factory building extensions 24,000,000 
Computers 7,200,000 
Conveyor belt 2,000,000 
Show room 7,200,000 
Go-down 4,600,000 
Staff clinic 5,720,000 
  

Required: 
Determine the investment allowance due to Sandles Manufactures Limited for the year ended 31 December 2024.  
 (16 marks)  
 (Total: 20 marks) 

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

PRINCIPLES OF ACCOUNTING AND TAXATION 
 
 

 

TUESDAY: 19 August 2025. 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 (For employment income including wife’s employment, self-employment and professional income).  
 

Year of income 2024.  
 

Assume the following rates of tax applied throughout the year of income 2024: 
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% 
32,334 
500,001               
Excess over 
 

- 
- 

500,000 
800,000 
800,000 

388,001 
6,000,001 
Excess over 

- 
- 

6,000,000 
9,600,000 
9,600,000 

30% 
32.5% 
35% 

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 

114,400 

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                   3,600          43,200 
 Over   - 1750 cc                  4,200          50,400 
 

 
(iii) Land Rovers/Cruisers           7,200          86,400 
 

 
 

 
 
 

 
 

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

10% per year on straight line basis       

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

Commissioner’s prescribed benefit rates: Monthly rates Annual rates 
Services (Sh.) (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 the following terms as used by a company when issuing shares: 

 
(i) Issue of shares at par. (2 marks) 

 
(ii) Issue of shares at a premium. (2 marks) 

 
(iii) Issue of shares at a discount. (2 marks) 

 
(b) Highlight FOUR sources of funds for non-profit making organisations. (2 marks) 

 
(c) On 31 March 2024, Juma Enterprise balanced its accounts and found that the total trade receivables were 

Sh.3,360,000. Included in this figure were irrecoverable debts of Sh.168,000 owed by Amaddo Traders and 
Sh.224,000 owed by Great Enterprise which Juma Enterprise decided to write off. In addition, Juma Enterprise 
decided to create an allowance for doubtful debts of 5% of the remaining trade receivables. 
 
In the following year which ended on 31 March 2025, trade receivables totalled Sh.2,800,000 and no bad debts were 
written off Juma Enterprise maintained the allowance for doubtful debts at 5% of the current trade receivables. 
 
Required: 
(i) Bad debts written off account. (2 marks) 

 
(ii) Allowance for doubtful debts account for the two years. (4 marks) 

 
(iii) An extract of the statement of profit or loss for the two years. (2 marks) 

 
(iv) An extract of statement of financial position for the two years. (4 marks) 

 (Total: 20 marks) 
 
QUESTION TWO 
Rachel, Sarah and Terry are partners, trading as RST Enterprises and sharing profits and losses in the ratio of 2:2:1 
respectively. The particulars of the partnership business are provided as follows: 
 
RST Enterprises 
Statement of financial position as at 31 March 2025: 
 
Non-current assets: Sh.“000” Sh.“000” Sh.“000” 
Premises   648,600 
Motor vehicles   577,200 
Furniture and fittings                    196,200 
    1,422,000 
Current assets: 
Inventories   189,800 
Trade receivables  132,800 
Less: Allowance for bad debt (25,600) 107,200 
Bank    110,600                    407,600 
     1,829,600 
Capital and liabilities: 
Capital accounts 
 Rachel    400,000 
 Sarah   320,000 
 Terry   180,000 900,000 
Current accounts: 
 Rachel   108,400 
 Sarah    (93,400) 
 Terry                47,800 62,800 
Non-current liabilities: 
Bank loan     700,000 
Current liabilities: 
Trade payables   166,800                    166,800 
     1,829,600 
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Additional information: 
The firm was dissolved on 1 April 2025 and the assets were disposed of as follows: 
1. Inventories realised Sh.91,600,000. 
2. A debtor owing Sh.16,400,000 was declared bankrupt and this amount was not recoverable. The rest of the trade 

receivables were paid in full. 
3. Furniture and fittings were sold for Sh.163,000,000. 
4. Rachel took over some of the motor vehicles at a valuation of Sh.50,000,000. The book value of this motor vehicles 

was Sh.69,200,000. The remaining motor vehicles were sold for Sh.300,000,000. 
5. The premises realised Sh.787,400,000. 
6. Trade payables were paid Sh.160,000,000 in full settlement while the bank loan was repaid in full plus 

Sh.19,000,000 accrued interest. 
7. Dissolution expenses of Sh.42,800,000 were also paid and the balance of cash distributed to the partners. 
 
Required: 
Prepare the following accounts: 
 
(a) Realisation account.    (8 marks) 

 
(b) Bank account.    (6 marks) 

 
(c) Partners’ capital account.    (6 marks) 

     (Total: 20 marks) 
 

QUESTION THREE 
(a) Outline FOUR purposes of International Financial Reporting Standards (IFRS). (4 marks) 

 
(b) Explain THREE external users of accounting information of a business entity. (6 marks) 

 
(c) Rangers Ltd. has an authorised capital of Sh.30,000,000 divided into 300,000 ordinary shares of Sh.100 each. All 

the shares were offered at par as follows: 
• Payable on application.  Sh.10 
• Payable on allotment  Sh.30 
• Payable on first call  Sh.40 
• Payable on second call  Sh.20 
 
Additional information: 
1. Applications were received for 456,000 shares. It was decided to refund application monies on 6,000 shares 

and to allot the remaining shares on the basis of two shares for every three shares applied for. The excess 
application monies received from successful applicants was not refunded but was to be applied to reduce the 
amount payable on allotment. 

2. The calls were made and paid in full with the exception of one member holding 10,000 shares who paid neither 
the first nor the second call and another member who did not pay the second call on 2,000 shares. After requisite 
action by directors the shares were forfeited. They were later re-issued to Bernard Mwau at a price of Sh.80 per 
share. 

 
Required: 
Prepare the following accounts: 

 
(i) Application and allotment account.   (2 marks) 

 
(ii) First call account.     (2 marks) 

 
(iii) Second call account.     (2 marks) 

 
(iv) Bank account.     (2 marks) 

 
(v) Forfeited shares account.    (2 marks) 

     (Total: 20 marks) 
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QUESTION FOUR 
(a) Distinguish between “a single tax system” and “a multiple tax system” adopted by different countries. (4 marks) 

 

(b) Explain FOUR principles of taxation as advocated by Adam Smith.  (8 marks) 
 

(c) Discuss FOUR measures that could be used by custom and excise duty department in your country to prevent 
dumping.    (8 marks) 
     (Total: 20 marks) 

 

QUESTION FIVE 
(a) Explain THREE factors that could influence tax shifting in your country. (6 marks) 

 
(b) Smart Farm Ltd. commenced farming business on 1 January 2024 after incurring the following expenditure: 

   Sh. 
• Construction of granary  480,000 
• Construction of livestock troughs  90,000 
• Acquired irrigation system 480,000 
• Erection of a labour line  1,240,000 
• Building of poultry house  240,000 
• Purchase of furniture  78,000 
• Construction of cattle dip  640,000 
 
Required: 
Calculate farm works deduction due to Smart Farm Ltd. for year ended 31 December 2024. (4 marks) 
 

(c) Machero Ltd. is a manufacturing company, dealing in leather products. The following information was obtained 
from the books of the company for the year ended 31 December 2024: 
 

1. The following assets were acquired on 4 January 2024: 
   Sh. 
• Computer  390,000 
• Tractors  3,940,000 
• Furniture and fittings 140,000 
• Motor vehicle (pick-up) 2,750,000 
• Delivery van  2,960,000 

2. The factory building was constructed on 31 December 2023 and put into use on 2 January 2024. The value 
of the factory building was Sh.36,500,000 including the cost of land of Sh.5,300,000. 

3. The following assets were constructed or acquired during the year: 
Asset  Cost  

    Sh. 
• Warehouse  784,000 
• Plant and machinery 8,640,000 
• Security wall  4,160,000 
• Showroom  2,348,000 
• Computers  296,000 
• Motor vehicle (saloon car) 3,450,000 
• Lorry (4 tonnes)  5,290,000 
• Office cabinets  84,000 
• Conveyor belts  780,000 
• Processing machinery 2,680,000 

4.  During the year, the motor vehicle (saloon) was disposed of for Sh.2,800,000. 
5. The company constructed a factory extension in July 2024 at a cost of Sh.2,100,000. 
6. The company sunk a water borehole at a cost of Sh.560,000 and bought a water pump for Sh.480,000. Both 

were put into use on 1 September 2024. 
7. The company replaced the motor vehicle (pick-up) purchased on 4 January 2024. The company paid 

Sh.1,650,000 after obtaining a trade in allowance of Sh.1,500,000 for the old car to obtain the new pick up 
which was bigger. 

 

Required: 
Compute investment allowance due to Machero Ltd. for the year ended 31 December 2024. (10 marks) 

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

PRINCIPLES OF ACCOUNTING AND TAXATION 
 
 

 

WEDNESDAY: 23 April 2025. 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 (For employment income including wife’s employment, self-employment and professional income).  
 

Year of income 2024.  
 

Assume the following rates of tax applied throughout the year of income 2024: 
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% 
32,334 
500,001               
Excess over 
 

- 
- 

500,000 
800,000 
800,000 

388,001 
6,000,001 
Excess over 

- 
- 

6,000,000 
9,600,000 
9,600,000 

30% 
32.5% 
35% 

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 

114,400 

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                   3,600          43,200 
 Over   - 1750 cc                  4,200          50,400 
 

 
(iii) Land Rovers/Cruisers           7,200          86,400 
 

 
 

 
 
 

 
 

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

10% per year on straight line basis       

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

Commissioner’s prescribed benefit rates: Monthly rates Annual rates 
Services (Sh.) (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) Outline TWO importance of source documents in preparation of financial statement. (2 marks) 

 
(b) The following information was obtained from the books of Mapping Enterprises: 

1. The balances of the following accounts on 1 January 2024 were as follows: 
• Motor vehicles account Sh.2,740,400,000. 
• Accumulated depreciation on motor vehicles Sh.1,227,200,000. 

2. During the year ended 31 December 2024, motor vehicles which originally had cost Sh.1,224,600,000 
were disposed of for Sh.286,000,000. The accumulated depreciation on the motor vehicles was 
Sh.800,800,000.   

3. New motor vehicles were acquired at a cost of Sh.1,372,800,000 which was paid through bank transfers. 
4. The closing balance on allowance for depreciation on motor vehicles account at 31 December 2024 was 

Sh.1,011,400,000. 
 
 Required: 
 Prepare the following accounts for Mapping Enterprise for the year ended 31 December 2024: 
 

(i) Motor vehicles account. (4 marks) 
 

(ii) Accumulated depreciation on motor vehicles account. (4 marks) 
 

(iii) Motor vehicles disposal account. (4 marks)  
  

(c) On 31 December 2023, Josphat Mutua balanced his accounts and found that the balance in the accounts receivable 
was Sh.2,352,000.  Included in this figure were unrecoverable debts of Sh.11,760 owed by Juma Mwendia and 
Sh.15,680 owed by Hadija Onyancha.  Josphat Mutua decided to write off these debts.  Josphat Mutua decided to 
create an allowance for credit loss of 15% of the balance of the accounts receivables.  In the following year which 
ended 31 December 2024, accounts receivable totaled to Sh.1,960,000.  No bad debts were written off but Josphat 
Mutua maintained the allowance for credit loss at 15% of the current trade receivable. 
 

 Required: 
  Prepare the following accounts: 
  

(i) Bad debts written off account for the year ended 31 December 2023. (2 marks) 
 

(ii) Allowance for credit loss account for the years ended 31 December 2023 and 31 December 2024.                               
 (4 marks) 
 (Total: 20 marks) 
 

QUESTION TWO 
(a) Explain THREE features of public sector entities. (6 marks) 

 
(b) The accountant of Prestige Golf Club has prepared the following receipts and payments account for the year ended 

31 December 2024. 
 
Receipts Sh.“000” Payments Sh.“000” 
Balance brought forward 1,760 Amplifier purchase (1 July 2024) 700 
  Music fees 900 
 

 Coaching fees 820 
Subscriptions  4,100 Hall rent  330 
Annual dinner ticket sales 340 Rates 800 
Sale of mobile vending carts 670 Decorating 110 
Club festivals: admission fee 940 Cleaning 160 
Sales: clothes 2,100 Annual club expedition 1,320 
Refreshments 8,300 Annual dinner (hotel and catering) 410 
  Club festivals:    
  Prizes 170 
  Adjudicator’s fees 90 
  Clothes – payable 1,800 
  Refreshments 7,000 
  ______ Balance carried forward   3,600 
   18,210   18,210 
 



 CS14 Page 3 
 Out of 5 
 

 

Note:  It is the policy of the society not to take into account subscriptions in arrears until they are paid. 
 
Additional information: 
1. The above receipts and payments account is a summary of the society’s bank account for the year ended 

31 December 2024; the opening and closing balances shown above were balances shown in the bank 
statements on 31 December 2023 and 31 December 2024 respectively. 

2. The mobile vending carts which were sold during the year 2024 had been valued at Sh.800,000 on                     
31 December 2023 and were used for society’s activities until when they were sold on 30 June 2024. 

3. From 1 July 2024, the society rented a new hall at Sh.330,000 per annum. 
4. The club accumulated fund as at 1 January 2024 were Sh.3,100,000.   
5. All cash is banked immediately and all payments are made by cheque. 
6. A cheque for Sh.200,000 drawn by the society on 28 December 2024 for stationery was not paid by the 

bank until 4 January 2025. 
7. The society’s assets and liabilities at 31 December 2023 and 31 December 2024 in addition to those 

mentioned earlier were as follows: 
 2024 2023 
 Sh.“000” Sh.“000” 
Inventory for goods for resale at cost:   
• Clothes 1,300 1,100 
• Refreshments 310 600 
Sundry creditors annual dinner – catering - 70 
Purchases – clothes 600 400 
                    Refreshments 300 500 
Subscriptions prepaid 130 190 

  

8. It is proposed to provide for depreciation on the amplifier at the rate of 20% per annum on cost, the 
depreciation is then to be pro-rated. 
 

Required: 
(i) The income and expenditure account for the year ended 31 December 2024.             (7 marks) 

 
(ii) Statement of affairs as at 31 December 2024. (7 marks)  
  (Total: 20 marks) 

 

QUESTION THREE 
(a) Explain the following users of accounting information and their respective needs: 

 

(i) Shareholders.   (2 marks) 
 
(ii) Customers.   (2 marks) 

 
(b) The following balances were extracted from the books of Shujaa Limited as at 31 December 2024:  
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Share Capital; Authorised and issued: Sh. 
7,200,000 Sh.20 ordinary shares 144,000,000 
2,400,000 8% Sh.20 preference share 48,000,000 

Inventory  100,620,400 
Accounts receivable and prepayments 32,640,000 
Accounts payable and accruals 16,466,400 
Bank balance 9,355,200 
10% debentures 19,200,000 
General reserve 33,600,000 
Bad debts 408,000 
Gross profit for the year 97,809,600 
Salaries and wages 33,840,000 
Rates and insurance 1,692,000 
Postage and telephone 744,000 
Water and electricity 1,459,200 
Debenture interest 960,000 
Director’s fees 3,000,000 
General expenses  3,729,600 
Motor vehicles (cost Sh.34,920,000) 8,160,000 
Office fittings and equipment (cost Sh.53,568,000) 32,928,000 
Land and buildings at cost 158,640,000 
Profit and loss account – 1 January 2024 29,102,400 
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Additional information:  
1. A bill for Sh.657,600 in respect of electricity for the period up to 31 December 2024 has not been accrued. 
2. The amount for insurance includes a premium of Sh.360,000 paid in September 2024 to cover the company 

for six months from October 2024 to March 2025. 
3. Office fittings and equipment are to be depreciated at 15% per annum on cost and motor vehicles at 20% 

per annum on cost. 
4. Provision is to be made for:  
 

• Directors’ fee – Sh.6,000,000 
• Audit fee – Sh.1,440,000 
• The outstanding debenture interest 
 

5.  The directors have recommended that: 
• A sum of Sh.14,400,000 to be transferred to the general reserve. 
• The preference dividends be paid. 
• A 10% ordinary dividend be paid. 
 

Required:  
Prepare the following statements for Shujaa Limited: 

 
(i) Statement of profit or loss for the year ended 31 December 2024.  (8 marks) 
 
(ii) Statement of financial position as at 31 December 2024.   (8 marks) 

    (Total: 20 marks) 
 

QUESTION FOUR 
(a) Citing a suitable example in each case, distinguish between “direct tax” and “indirect tax”.  (4 marks) 
 
(b) Explain the FOUR principles of taxation as advocated by Adam Smith.  (8 marks) 
 
(c) The revenue authority is divided into various departments which are headed by commissioners. In relation to your 

country, highlight FOUR departments of the revenue authority.   (4 marks) 
 
(d) Cyrus Walecha a commercial farmer has approached you for advice on the difference between “farm work 

deductions” and “investment allowance”. 
 

Required:  
Advise Cyrus Walecha on the difference between the two terms as used in taxation.                                   (4 marks)        
             (Total: 20 marks) 

 
QUESTION FIVE 
(a) Differentiate between “custom duty” and “excise duty” as applied in taxation.  (4 marks) 

 
(b) Star Ltd. is a company that was established in December 2023 to manufacture plastic products. Before commencing 

its operations on 1 January 2024, the company incurred a total of Sh.13,140,000 in construction of a factory building 
which included: 

 Cost  
Sh. 

Date of first use 

Go-down 480,000 1 July 2024 
Show room 360,000 1 September 2024 
Administration offices 1,020,000 1 January 2024 

 
Additional information:  
1. The following assets were constructed, purchased and utilised with effect from 1 July 2024: 
 

 Cost 
Sh. 

Water pump 810,000 
Labour quarters 1,380,000 
Processing machinery 3,900,000 
Tractor 2,700,000 
Scanner 480,000 
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 Sh. 
Two saloon cars 10,500,000 
Mobile forklift 2,250,000 
Computers 375,000 
Power transformer 1,230,000 
Office cabinets 270,000 
Boiler 1,440,000 
Bridge (connecting the factory to main road) 1,800,000 

 
2. The following costs were incurred by the company on 1 September 2024.  

Sinking a borehole  Sh.1,080,000 
Construction of a parking bay      Sh.945,000 

3. One of the computers was traded in on 10 November 2024 for a new one costing Sh.102,000. The trade in 
value was Sh.60,000 and the balance was settled in cash. 

4. During the year, the company constructed a sports pavilion and additional staff quarters at the cost of 
Sh.1,335,000 and Sh.1,800,000 respectively. These structures were utilised from 1 October 2024. 

 
Required:  
Determine the investment allowances due to Star Ltd. for the year ended 31 December 2024.  (16 marks) 

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

PRINCIPLES OF ACCOUNTING AND TAXATION 
 
 

 

TUESDAY: 3 December 2024. 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 (For employment income including wife’s employment, self-employment and professional income).  
 

Year of income 2023.  
 

Assume the following rates of tax applied throughout the year of income 2023: 
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% 
32,334 
500,001               
Excess over 
 

- 
- 

500,000 
800,000 
800,000 

388,001 
6,000,001 
Excess over 

- 
- 

6,000,000 
9,600,000 
9,600,000 

30% 
32.5% 
35% 

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 

114,400 

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                   3,600          43,200 
 Over   - 1750 cc                  4,200          50,400 
 

 
(iii) Land Rovers/Cruisers           7,200          86,400 
 

 
 

 
 
 

 
 

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

10% per year on straight line basis       

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

Commissioner’s prescribed benefit rates: Monthly rates Annual rates 
Services (Sh.) (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 THREE reasons for using the regulatory framework when preparing financial statements of an 

entity.                     (6 marks) 
 

(b) Describe the accounting treatment of the following items in the financial statements of an entity: 
 

(i) Accruals. (2 marks) 
 

(ii) Prepayments. (2 marks) 
 

(c) Explain the term “commitment accounting” as used in public sector accounting. (2 marks) 
 

(d) The statement of financial position of Mirinda Ltd. as at 31 October 2024 included in the following non-current assets 
balances: 
 

 Freehold land 
and building 

Sh.“000” 

Leasehold land 
and building 

Sh.“000” 

Motor 
vehicles 
Sh.“000” 

Furniture and 
fittings 

Sh.“000” 
Cost 37,400 28,600 9,240 3,432 
Accumulated depreciation - (3,520) (4,510) (1,375) 
Net book value 37,400 25,080 4,730 2,057 

 
The company provides depreciation at the following rates per annum:  
 
Asset  Rates Method 
Freehold land and building NIL - 
Leasehold land and building 5% Reducing balance 
Motor vehicles 20% Cost 
Furniture and fittings 12% Reducing balance 
 
A full year’s depreciation is provided in the year of acquisition, but no depreciation charged in the year of disposal. 
 
Additional information: 
1. The freehold land and buildings were revalued at Sh.33,800,000. 
2. A motor vehicle purchased on 1 July 2021 for Sh.2,640,000 was traded-in as part payment for a new vehicle 

costing Sh.4,950,000. The balance was paid in cash. 
3. A chair which had cost Sh.132,000 was scraped during the year and Sh.33,000 received from the sale of the 

scrap. The accumulated depreciation of the chair was Sh.99,000 at the time. 
 
Required: 
Property, plant and equipment movement schedule for the year ended 31 October 2024. (8 marks) 
    (Total: 20 marks) 

 
QUESTION TWO 
The following trial balance relates to Tendo Limited as at 31 October 2024: 
 
   Sh.“000” Sh.“000” 
Property at cost (Building: Sh.35 million) 60,000 
Plant and equipment at cost 18,600 
Motor vehicles at cost 9,000 
Furniture and fixtures at cost 7,500 
Accumulated depreciation – 1 November 2023: 
 Building   14,000 
 Plant and equipment  7,560 
 Motor vehicles  3,600 
 Furniture and fixtures  3,000 
Sales    242,600 
Purchases  156,500 
Inventory as at 1 November 2023 15,400 
Returns inward and returns outward 5,300 5,460 
Carriage inwards  3,560 
Staff salaries   18,100 
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   Sh.“000” Sh.“000” 
Rent and rates  15,720 
Electricity and water 8,640 
Telephone, internet and stationery 6,100 
Carriage outwards 3,080 
Accounts receivable 37,500 
Bank balance  13,900 
Accounts payable   32,700 
Ordinary share capital (Sh.10 par value)  20,000 
Share premium   5,000 
Retained earnings as at 1 November 2023  33,730 
12.5% bank loan   12,000 
Interest paid                                                             750 ______ 
    379,650 379,650 
 
Additional information: 
1. As at 31 October 2024, inventory was valued at Sh.13,000,000. 
2. As at 31 October 2024, prepaid rent amounted to Sh.3,120,000. 
3. Depreciation on non-current assets is provided at the following rates and basis: 
 
 Assets Rate per annum  Basis 
 Building 2% Straight-line 
 Plant and equipment 12.5% Reducing balance 
 Motor vehicles 20% Straight-line 
 Furniture and fixtures 10% Straight-line 
4. The 12.5% bank loan was obtained on 1 February 2024. Interest is payable semi-annually on 31 July and 31 January 

each year. 
5. Income tax for the year ended 31 October 2024 is estimated at Sh.7,520,000. 
 
Required: 
(a) Statement of profit or loss for the year ended 31 October 2024. (12 marks) 
 
(b) Statement of financial position as at 31 October 2024.  (8 marks) 

   (Total: 20 marks) 
 
QUESTION THREE 
Ali, Bahati and Camila are partners carrying on business under the style and name ABC Enterprises. The partners share profit 
and losses in the ratio 3:2:1 respectively. The following trial balance was extracted from the books of ABC Enterprises on                   
30 June 2024: 
 
  Sh.“000” Sh.“000” 
Sales  15,000 
Purchases 7,200 
Inventory as at 1 July 2023 1,200 
Accounts receivable 3,000 
Accounts payable  3,000 
Bank balance 5,000 
Partners’ capital accounts: 
 Ali  6,000 
 Bahati  4,000 
 Camila  2,000 
Partners’ current accounts: 
 Ali  1,000 
 Bahati  500 
 Camila  500 
Drawings: 
 Ali 1,000 
 Bahati 1,000 
 Camila 500 
Loan from Ali (interest rate 12% per annum)  2,000 
Premises at cost 5,000 
Motor vehicles at cost 5,000 
Furniture and fittings at cost 1,500 
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  Sh.“000” Sh.“000” 
Accumulated depreciation: 
 Motor vehicles  300 
 Furniture and fittings  100 
 Premises  100 
Salaries and wages 2,000 
Office and expenses 600 
Insurance 300 
Water and electricity 200 
General expenses                                                           1,000 _____ 
  34,500 34,500 
 
Additional information: 
1. The value of closing inventory on 30 June 2024 was Sh.4,000,000. 
2. Ali, Bahati and Camila are entitled to annual salaries of Sh.1,000,000, Sh.1,500,000 and Sh.1,000,000 respectively. 

Ali had not received his salary as at 30 June 2024 and it was agreed that it should be credited into his capital account. 
3. As at 30 June 2024, the interest on the loan from Ali was fully paid. 
4. As at 30 June 2024, accrued office expenses amounted to Sh.150,000 and pre-paid insurance amounted to Sh.50,000. 
5. Interest is allowed on partners’ capital account balances at the rate of 10% per annum, while interest on drawings is 

charged at the rate of 10% per annum. 
6. Depreciation on non-current assets is provided on cost as follows: 

 
Asset Rate per annum 
 Premises 4% 
 Motor vehicles 25%  
 Furniture and fittings 10% 

 
Required: 
(a) Statement of profit or loss and appropriation account for the year ended 30 June 2024. (10 marks) 

 
(b) Partners’ current accounts.   (4 marks) 

 
(c) Statement of financial position as at 30 June 2024.  (6 marks) 

    (Total: 20 marks) 
 
QUESTION FOUR 
(a) Highlight FOUR roles of excise duty in an economy.  (4 marks) 

 
(b) Explain the following terms as used in investment allowances: 

 
(i) Shipping investment allowance.  (2 marks) 

 
(ii) Farm work allowance.   (2 marks) 
 

(c) Distinguish between “forward tax shifting” and “backward tax shifting”. (4 marks) 
 

(d) Doorstep Limited established a manufacturing concern on 1 January 2022 and acquired a factory at cost of                       
Sh.185 million. 
 
This cost included: 

 Cost of land  Sh.35 million 
 Show room  Sh.11 million 
 Administrative offices Sh.20 million 
 
The following projects were completed during the year 2022: 
1. Constructed a storehouse at cost of Sh.38 million and was brought to use on 1 July 2023. 
2. Completed the construction of staff quarters at a cost of Sh.44 million that were commissioned on 1 July 

2022. 
 

3. In the year 2023, the following transactions were undertaken: 
 The factory building was extended by further construction costing Sh.54 million. This included cost of a 

retail shop building amounting to Sh.6 million and was flagged off on 1 July 2023. 
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 A new hotel building was constructed and brought into use on 1 July 2023 at a cost of Sh.16 million, for use 
by staff and also open to the public. 

 
Required: 
Compute the investment allowances for Doorstep Limited for the years ended 31 December 2022 and 31 December 
2023.    (8 marks) 

     (Total: 20 marks) 
 
QUESTION FIVE 
Champion Limited began cement manufacturing business on 1 July 2022 after acquiring the following assets: 
 
Asset   Sh.“000” 
Trucks 84,000 
Director’s saloon car 5,000 
Distribution vehicles 60,000 
Desktop computers 48,000 
Pickups 16,600 
Staff bus 8,000 
Office fitting and fixtures 4,000 
Self-propelling machinery 24,000 
Loader and graders 16,000 
Motor cycles 400 
Telecommunication equipment 200 
Duplicating machines 600 
Computer software 1,800 
Billboards and signboards 1,000 
 
Additional information: 
On 1 January 2023 the following transactions took place: 
 
1. New leather seats for the front office were acquired at a cost of Sh.360,000. 
2. Five additional desktop computers were purchased at a cost of Sh.40,000 each for use in a new office complex. 
3. The director’s saloon car was disposed of for Sh.2,500,000. 
4. Office fittings and fixtures were traded in for a new one at Sh.3 million and additional cash payment of Sh.1.8 million 

was made. 
 
Required: 
Compute the wear and tear allowance for the years ended 31 December 2022 and 31 December 2023 for Champion 
Limited  (Total: 20 marks) 

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

PRINCIPLES OF ACCOUNTING AND TAXATION 
 
 

 

TUESDAY: 20 August 2024. 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 (For employment income including wife’s employment, self-employment and professional income).  
 

Year of income 2023.  
 

Assume the following rates of tax applied throughout the year of income 2023: 
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% 
32,334 
500,001               
Excess over 
 

- 
- 

500,000 
800,000 
800,000 

388,001 
6,000,001 
Excess over 

- 
- 

6,000,000 
9,600,000 
9,600,000 

30% 
32.5% 
35% 

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                   3,600          43,200 
 Over   - 1750 cc                  4,200          50,400 
 

 
(iii) Land Rovers/Cruisers           7,200          86,400 
 

 
 

 
 
 

 
 

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

10% per year on straight line basis       

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

Commissioner’s prescribed benefit rates: Monthly rates Annual rates 
Services (Sh.) (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 qualitative characteristics of useful accounting information. (4 marks) 

(b) Differentiate between “under subscription” and “over subscription” in capital raising by companies. (4 marks) 
 

(c) Explain the concept of double entry as used in book-keeping. (2 marks) 

(d) The following balances were extracted from the ledger of Hamisi Temo on 31 March 2024: 
   
  Sh.“000” 
Cash in hand 12,960 
Cash at bank 46,548 
Petty cash in hand 1,620 
Inventory (1 April 2023) 64,800 
Motor vehicles  324,000 
Accounts receivable 176,580 
Accounts payable 143,208 
Purchases  422,280 
Purchases returns 17,280 
Sales  947,160 
Sales returns 18,360 
Carriage inwards 8,100 
Carriage outwards 9,450 
Discount received  18,900 
Discount allowed 15,120 
Rent and rates 43,200 
Salaries and wages 194,400 
Printing and stationery 39,960 
Drawings 27,000 
Telephone and postage 6,750 
Office equipment  108,000 
Furniture 81,000 
Electricity expenses 7,830 
Water expenses 1,890 
Bank charges 648 
Insurance expenses 19,440 
Motor expenses 30,240 
General office expenses 23,220 
Capital  556,848 
 
Required: 
Prepare a trial balance for the year ended 31 March 2024.  (10 marks) 
    (Total: 20 marks) 

 
QUESTION TWO 
(a) Describe TWO sources of income for non-profit making entities. (4 marks) 

(b) Xavie, Yohannie and Zakarie are partners carrying on partnership business for several years sharing profits and losses 
in the ratio 5:3:2 respectively after allowing for commission to a partner and interest on fixed capital at the rate of 
10% per annum. The financial year of the partnership ends on 31 December. 

 
On 1 October 2023, partner Zakarie retired from the partnership under the following terms: 
 
1. Partners Xavie and Yohannie to continue with the business and the new profit or loss sharing ratio was agreed 

as 3:2 respectively. 
2. Partner Yohannie was in charge of sales and marketing and was entitled to a commission at the rate of 2% of 

sales revenue which averaged Sh.500 million per annum. 
3. Upon retirement of partner Zakarie, the value of goodwill was agreed at Sh.20 million, but no goodwill 

account was to be maintained. 
4. The balance due to partner Zakarie was converted into an interest-free loan to the partnership repayable in 

two years. 
5. Profits and losses of the partnership was accrued evenly over the year. 
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The following balances were extracted from the financial records of the partnership for the year ended 31 December 
2023: 
  Sh.“000” 
Capital accounts: Xavie 150,000 
 Yohannie 90,000 
 Zakarie 60,000 
Current accounts: Xavie 52,200 
 Yohannie 34,800 
 Zakarie 29,000 
Drawings: Xavie 37,500 
 Yohannie 22,500 
 Zakarie 15,000 
Net profit for the year  80,000 
Property, plant and equipment at cost 325,000 
Accumulated depreciation 31 December 2023 26,250 
Inventory at 31 December 2023 90,000 
Trade receivables  63,750 
Trade payables  47,500 
Bank balance  16,000 
 
Required: 
(i) Partners’ statement of profit or loss and appropriation account for the year ended 31 December 2023.                          

   (6 marks) 

(ii) Statement of financial position as at 31 December 2023. (10 marks) 
      (Total: 20 marks) 

 
QUESTION THREE 
The following trial balance was extracted from the financial records of Mali Mali, a sole trader dealing in textile products as at 
31 March 2024: 

 
  Sh.“000” Sh.“000” 

Land at cost  10,300 
Buildings at cost  45,000 
Motor vehicles at cost 20,700 
Furniture and equipment at cost 7,500 
Accumulated depreciation 1 April 2023: 

• Buildings  13,500 
• Motor vehicles  8,280 
• Furniture and equipment  3,000 

Sales    222,000 
Inventory at 1 April 2023 34,200 
Purchases  125,500 
Return inwards  2,860 
Carriage inwards  3,150 
Carriage outwards 1,250 
Return outwards   2,700 
Salaries and wages 38,930 
Insurance expenses 3,950 
Shop rent  7,780 
Electricity and water 2,610 
Telephone and packaging 2,270 
Accounts receivable 19,220 
Accounts payable   12,600 
Cash and bank balances 8,600 
Capital - 1 April 2023  75,250 
Drawings                                                       3,510 ______ 

  337,330 337,330 
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Additional information: 
1. Inventory at 31 March 2024 was Sh.30,800,000. 
2. Outstanding insurance premiums amounted to Sh.1,250,000 at 31 March 2024. 
3. Depreciation on non-current assets is provided on straight line basis at the following rates: 

 
 Asset  Rate per annum (%) 
 Buildings  2 
 Motor vehicles 20 
 Furniture and equipment 10 
4. Mali Mali drew goods costing Sh.550,000 for own use during the year to 31 March 2024. 

 
Required: 
(a) Statement of profit or loss for the year ended 31 March 2024. (12 marks) 

(b) Statement of financial position as at 31 March 2024. (8 marks) 
     (Total: 20 marks) 
 

QUESTION FOUR 
(a) Citing FOUR reasons, explain how a taxpayer could engage in tax evasion. (8 marks) 

(b) Taxable capacity is the ability of the individual taxpayer and business enterprises to contribute to the state in terms of 
taxes. 
 
Required: 
In light of the above statement, explain FOUR factors that affect the taxable capacity of a country. (8 marks) 
 

(c) Summarise FOUR reasons for the constant increase of excise duty on certain goods in your country. (4 marks) 
  (Total: 20 marks) 
 

QUESTION FIVE 
(a) Citing an example in each case, differentiate between “tax base” and “tax rates”. (4 marks) 

(b) Describe the relevance of the following principles of taxation in modern economies: 

(i) Equity. (2 marks) 

(ii) Simplicity. (2 marks) 

(iii) Economy. (2 marks) 

(c) Reach Ltd. is a manufacturing company that commenced its operations on 1 January 2023. It incurred the following 
costs before its commencement: 
 
  Sh.“000” 
Other machinery 5,100 
Delivery van – Pick-ups 7,600 
Delivery van – Pannel 6,000 
Movable weighting scale 9,500 
Cost of land 20,000 
Perimeter wall 4,100 
Delivery motor cycles 640 
Office furniture 1,800 
Industrial building (including cost of office block) 156,000 
Cost of office block 32,000 
Second hand processing machine (installed in the building) 14,500 
Packing machine installed in the building 10,500 
 
Required: 
Compute the investment allowances due to Reach Ltd. for the year ended 31 December 2023. (10 marks) 
     (Total: 20 marks) 

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

PRINCIPLES OF ACCOUNTING AND TAXATION 
 

TUESDAY: 23 April 2024. 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 (For employment income including wife’s employment, self-employment and professional income).  
Year of income 2023.  
 

Assume the following rates of tax applied throughout the year of income 2023: 
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% 
32,334 
500,001   
Excess over 

-
- 

500,000
800,000
800,000

388,001 
6,000,001 
Excess over 

-
- 

6,000,000
9,600,000
9,600,000

30% 
32.5% 
35% 

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 
4,400 

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  3,600  43,200 
 Over   - 1750 cc   4,200   50,400 

(iii) Land Rovers/Cruisers   7,200  86,400 

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

10% per year on straight line basis 

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

Commissioner’s prescribed benefit rates: Monthly rates Annual rates 
Services (Sh.) (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 the following accounting principles that underpin the preparation of financial statements of a business entity: 
 

(i) Dual aspect concept.  (2 marks) 

(ii) Accrual concept.  (2 marks) 

(iii) Business entity concept.  (2 marks) 

(b) Outline TWO reasons for the provision for depreciation for plant, property and equipment. (2 marks) 

(c) Highlight TWO differences between “public sector” and “private sector”. (4 marks) 

(d) Kadibik Ltd. offered 100,000 ordinary shares of Sh.100 each at a premium of Sh.20 payable by instalments on 1 July 
2023 as follows: 

• Sh.30 on application 
• Sh.70 on allotment (including premium) 
• Sh.20 on first and final call 
 
On 30 September applications were received for 140,000 shares. An application for 20,000 shares were rejected. 
Application for 80,000 shares were allocated while applications for 40,000 shares were partially allocated for 20,000 
shares only. 

 
 Additional information: 

1. Excess application money for partially accepted applicants is to be used to reduce the amount due on 
allotment. 

2. All monies due on allotment and first and final call was received except for 6,000 shares allotted to Fauzia 
Abdi who failed to pay for the calls. 

 
Required: 
Prepare the following ledger accounts to record the above transactions: 
 
(i) Application and allotment account.  (3 marks) 

(ii) First and final calls account.  (1 mark) 

(iii) Share premium account.  (1 mark) 

(iv) Ordinary share capital account.  (1 mark) 

(v) Bank account.  (2 marks) 
    (Total: 20 marks) 

 
QUESTION TWO 
Kaimati and Limau have been trading as partners sharing profits and losses equally. On 1 July 2023, they admitted Mahamri 
on condition that profits will be shared in the ratio of 2:2:1. Interest on capital remains at 10%.  
 

The trial balance for the partnership as at 31 December 2023 is provided below: 
 

 Sh.“000” Sh.“000” 
Sales and purchases 32,800 60,000 
Motor vehicle (Cost) 8,800  
Motor vehicle - Accumulated depreciation  2,800 
Furniture and fixture (Cost) 4,400  
Accumulated depreciation on furniture  400 
Freehold property 8,000  
Partners’ capital accounts:   

Kaimati  6,000 
Limau  4,000 

Cash introduced by Mahamri  8,000 
Current accounts:   

Kaimati  2,400 
Limau   2,000 
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 Sh.“000” Sh.“000” 
Salaries  4,200  
Cash and bank balance 14,500  
Inventory (1 January 2023) 7,200  
Trade receivables and trade payables 1,500 3,000 
Legal fees 600  
Insurance 2,800  
Heat and light 1,400  
General expenses   2,400  ______ 
 88,600 88,600 
Additional information: 
1. For the purpose of admission of Mahamri as a partner, goodwill was valued at Sh.15,000,000 and freehold property 

was valued to Sh.10,000,000. 
2. Allowance for doubtful debts as at 30 June 2023 amounted to Sh.200,000 and as at 31 December 2023 at Sh.280,000. 
3. Salaries include partners drawings as follows: 

Kaimati - Sh.400,000 
Limau - Sh.600,000 

4. Depreciation is to be provided at the following rates: 
Motor vehicles  25% on cost 
Furniture and fittings 12½% on cost 

5. Revenues and expenses accrued evenly throughout the year. Sh.400,000 for insurance and Sh.600,000 legal fees were 
accruing as at 31 December 2023. 

6. Of the Sh.8,000,000 cash from Mahamri, Sh.2,000,000 was to be maintained as his current account. 
7. Inventory as at 31 December 2023 was valued at Sh.3,600,000. 
 
Required: 
(a) Statement of profit or loss and appropriation for the period ended 31 December 2023. (10 marks)   

(b) Statement of financial position as at 31 December 2023. (10 marks) 
     (Total: 20 marks) 
 

QUESTION THREE 
(a) Highlight TWO benefits of entrenching professional ethics in an organisation. (2 marks) 

(b) Identify the FOUR steps of accounting cycle. (4 marks) 

(c) The following is a summary of receipts and payments of Yest Club for the year ended 31 March 2024: 

Receipts  Payments     

 Sh.“000”  Sh.“000” 
Balance brought forward 1,432 Secretary expenses 600 
Sale of performance tickets 2,528 Rent 3,200 
Subscriptions 8,432 Meeting expenses 2,888 
Donations 1,000 Electricity  1,076 
  Performance expenses 2,060 
  Equipment 1,600 
  Stationery 1,148 
 ______ Balance carried forward      820 
 13,392  13,392 

 Additional information: 
 1 April 2023 31 March 2024 
 Sh.“000” Sh.“000” 
Equipment (net book value) 5,200 5,840 
Subscriptions in arrears 320 440 
Electricity accrued 148 164 
Inventory of stationery 216 184 
Rent prepaid 800 960 

 Required: 
(i) Income and expenditure account for the year ended 31 March 2024. (8 marks) 

(ii) Statement of financial position as at 31 March 2024. (6 marks) 
     (Total: 20 marks) 
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QUESTION FOUR 
(a) Pre-shipment inspection in relation to imported goods is required to be done in the country of origin before goods are 

shipped into the country’s customs department. 
 
Required: 
In light of the above statement, summarise FOUR benefits of pre-shipment inspection. (4 marks) 
 

(b) With regards to taxation of business income: 
 
(i) Explain the term “investment allowance”. (2 marks) 

 
(ii) Explain the benefit derived by the government from investment allowance. (2 marks) 

 
(c) Summarise TWO reasons for the introduction of excise stamps in your country. (4 marks) 

 
(d)  Outline FOUR reasons that would inform a shift by the government from a single tax system to a multiple tax system.             

 (4 marks) 
 

(e) Identify FOUR forms that an acceptable bond security may take. (4 marks) 
  (Total: 20 marks) 
 

QUESTION FIVE 
(a) Explain THREE methods of tax avoidance engaged by individuals in your country. (6 marks) 

 
(b) Pweza Limited acquired its current factory from Mamba Limited, a registered contractor for Sh.240,000,000.  Mamba 

Limited availed the following details concerning the cost of construction of the factory: 
 
 Sh. 
Acquisition of land 12,880,000 
Demolition and clearing of old factory 8,640,000 
Labour quarters built on site 28,800,000 
Factory building 89,280,000 
Stone wall around the factory 14,400,000 
Bank interest during the period of construction   11,520,000 
 165,520,000 
 
Additional information: 
1. The factory building houses administration offices worth Sh.23,040,000, raw materials and finished goods 

store worth Sh.8,640,000. 
2. Pweza Limited installed machinery worth Sh.120,000,000 on 1 January 2023 and started manufacturing 

juices for local market. 
3. The following assets were acquired in the month of January 2023: 

 Cost 
Assets Sh. 
Computers 1,120,000 
Furniture 360,000 
Photocopier 240,000 
Scanner 80,000 
Smart television set 20,000 
3 saloon cars (each 1.2 million) 3,600,000 
2 lorries (each 2 million) 4,000,000 

 
4. The following assets were disposed of during the year: 

 

Date Asset Proceeds 
  Sh. 
05 February 2023 Other machinery (original cost Sh.960,000) 640,000 
06 March 2023 Saloon car (original cost Sh.1,200,000) 400,000 
07 March 2023 Furniture (original cost Sh.360,000) 360,000 
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5. The net book value balance brought forward for capital allowance purposes as at 1 January 2023 were as 
follows: 
Category Sh. 
Rate  
25%  10,770,000 
10%  2,650,000 
 

Required: 
Determine the investment allowances claimable by Pweza Limited for the year ended 31 December 2023. 
  (14 marks) 
     (Total: 20 marks) 

………………………………………………………………… 
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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    

 



 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% 
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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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