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INSTRUCTIONS: Answer guestion one and any other two questions

QUESTION ONE (30 MARKY)

The management of Shamrock Bank Ltd. has sought poafessional
guidance in determining the Bank's tax liability fine year ended 31
December 2023.

The income statement of Shamrock Bank Ltd. foryther ended 31 December 2023

is given below:

Income Sh. 000 Sh. 000

Interest on loans and advances to customers 540,800
Interest on government securities 120,600
Interest on placements with other banks and 40,650
institutions 39,360
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Fees and commissions income 2,190

Rental income 31,980
Income from foreign exchange dealings 12,300
Gain on disposal of property and equipment 42 950
Other operating income 830 830
Total income

Expenses: 360,400
Salaries and employee benefits 20,350
Occupancy expenses 12,360
Deposit protection fund contributions 43,700
Depreciation expense 202,450
Interest on customers' deposits 80,200
Interest on deposits from other Banks and instingi

Directors emoluments 11,200

Fees 3,600 14,800
Other

Auditors’ remuneration 2,100

Current year 300 2,400
Under provision for the previous year 16,300
(2022) 7,250
Operating lease rental 20,620
Loss on disposal of equipment 80,500
Other administrative expenses 20,950
Provision for bad and doubtful debts 882,280
Provision for interest suspense (51,450)

Total expenses
Loss for the year

1. Salariesand employee benefits comprise:
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Sh. 000

Leave benefits 720
Pension contributions 1,460
Termination costs 2,860
Provision for staff leave 4,920
accruals 9,960

2. Included in the Directors' "other" emoluments are:
Sh. '000'

School fees for the Chairman's children 1,200
Entertainment allowance (used on 1,800

clients) 600
Travelling costs for a newly recruited expatriate
director

3. The movement in provisions for bad and doubtfultsleluring the year was as follows:

Specific provisions General Total
Sh. '000 provisions Sh. '000'
Sh. '000'

Sh. '000' Sh. '000' Sh. '000'
At 1 January 2023 630,500 630 631,130
Charge for the year 83,800 15,300 99,100
Released during the year (18,600) (18,600)
At 31 December 2023 695 700 15. 930 711 630

4. Provision for interest suspense represents nommypeirig loans and advances on which

interest has been suspended. The management lamedrthat the loans and advances are

fully secured.
5. Capital allowances for the year ended 31 Decemb28 2mounted to Sh. 18,900,000

6. Lease rental charges relate to office equipmeselkérom AB office solutions for use in the

entire bank network.
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Required:
a) (i) Taxable income of Shamrock Bank Ltd. for treayended 31 December 2023.
(13 marks)
(i) Tax payable (if any), on the taxable incomenguted in (i) above. (4 marks)

b) Given the Shamrock Bank Ltd's taxable income feryar ended 31 December 2023,
was assessed at Sh. 2,400,000, show how the tgxutedin (a) (ii) above is to be paid,
inclusive of the due dates. (7 ksgar

c) Explain the implication of Income Tax Act sectiob(7) (e) (specified sources of

income) on Shamrock Bank Ltd's income. (5 mpark

QUESTION TWO (20 MARKYS)
a) State the key provisions of section 19 of the Inechax Act (Cap.470) relating to the

taxation of savings and credit cooperative sogdiBACCOS) (10 marks)

() Makazi Savings and Credit Cooperative i8tyc(Sacco) Ltd. reported the following
incomes and expenditure for the year ended 31 Dieeef023:

Income: Sh.

Interest on loans to members 1,500,000
Interest on savings accounts 30,000
Interest on fixed deposit accounts 400,000
Other investment income 12,000
Rental income 600 000
Total income 2,242,000
Expenditure
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Administration expenses 300, 000
Surplus 1,942, 000

Required:
The taxable profit of Makazi Sacco Ltd. for the yeaded 31 December 2023.
(10 Mark)

QUESTION THREE (20 MARKY)

Sporting members club was formed in November 2a&@bbcame operational off 1
January 2013. For the year of income endintyBécember 2013 the club did not
submit income tax returns. The club manager argiugidsection 21 of the income
tax act excluded the club from taxation.

However, upon being advised by one of the memigecsnsult a tax expert on the
issue, the manager has approached you for furthefication and has provided the

following information.

The club received gross income during the year@B8d&December 2023 amounting

to Kshs 22,000.000. which was analysed as follows;

KSHS

Entrance fees 3,000,000
Members' subscriptions 10,000,000
Interest on late subscriptions 500,000
Interest income on fixed deposit accounts 1,6aD,00
Dividend income 800,000
Royalties 1,200,000
Rent 4,000,000
Gain on Property 900,000
Total 22,000,000

Operating expenses amounted to shs 4,000,000
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Interest and dividend income were stated grosayof t

Required:

Advise the manager on the taxation of the club.naalvise should include details on;

Circumstances on which members clubs are taxed
Whether sporting members club is subject to tarafr the year ended 3%

December 2023 and the tax liability if any.

QUESTION FOUR (20 MARKYS)
a) Write brief notes on specified sources of income.what extent do the rules on
specified sources apply to insurance companies? 5 matks)

b) Wananchi General Insurance Limited provided thi¥ahg details with respect
to the activities for the year ended 31 Decemb@B20

Shs.
Claims paid 4,800,000
Claims outstanding on 1 January 2023 400,000
Claims intimated and accepted but not paid on 700,000
31 December 2023
Premiums received 12,000,000
Re-insurance premium paid 1,200,000
Commission paid 2,000,000
Commission on re-insurance ceded 80,000
Commission on re-insurance 40,000
Repair of rented premises 150,000
Fees paid to investment managers 600,000
Expenses of management 3,020,000
Provision for unexpired risk on 1 January 2023 4,000,000
Bonus utilized in reduction of premium 120,000
Re-insurance recoveries of claims 80,000
Medical expenses regarding claims 50,000
Loss on sale of motor car 35,000
Bad debts — specific
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Tax credit for double taxation 25,000
Interest received (Gross) 45,000
Dividend received (Gross) 2,600,000
Provision for unexpired risk — 31 December 4,500,000
2023 4,677,200
Legal expenses regarding claims 400,000
Profit on sale of investments 2,350,000
Rent income on property 750,000
Depreciation 1,200,000
Wear and tear allowances have been agreed at

Sh.800,000.

Required

a) With specific reference to the provisions of thedme Tax Act,
compute the taxable income on Wananchi Generatdnse Limited for
2023. (12 marks)

b) Comment on any losses, gains or specified soufdes@me which you

¢ have ascertained in (a) above. (3 marks)

QUESTION FIVE (20 MARKYS)
Mjengo contractors limited operates in the congioncindustry. On $November
2023 the company won a tender for the construafdwo projects: a hospital and an
office complex. Construction of the two projectsranenced on S\January 2022.

The following details relate to the two projects floe year ended Stec 2023.
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Hospital Office complex
project
Shs '000’ Shs ‘000
Balances as af'Danuary 2023
Materials on site 6,000 4,000
Accrued wages and salaries 1,500 1,200
Plant written Down Value 190,000 150,000
Cost of work done 200,000 200,000
Value of work certified 200,000 160,000
Transactions undertaken during the ear
Materials on site: from stores 10,00¢ 14,00C
From supplies 100,000 128,000
Plant purchased (cost) - 120,000
Sub contractors fees - 18,00C
Consultancy fees 30,00( 29,00(
Inspection fees 10,00¢ 5,000
Salaries and wages 120,000 180,000
Head office expenses - 2,000
Materials transferred out 10,00( 17,00(
Material sales - 22,00(
Plant lease charges 400 500
Directors' expenses 3,000 2,000
Cash received from the contractee 300,000 600,000
Value of work certified 700,000 860,000
Value of work uncertified 30,000 42,00(
Balances carried Forward
Materials on site 40,000 50,00(¢
Accrued Wages 1,000 2,000

Meru University of Science & Technology is ISO 9001:2015 Certified
Foundation of Innovations

Page 8



Additional information
1. Wear and tear allowance on plant is at the rat2d%
2. Direct expenses accrued and not shown above wéod@ss;

Hospital project Office com le
Shs '000’ Shs '000"
As at F'January 2023 200 -
As at December 2023 1,000 400
3. Consultancy fees for the hospital project include 40000 prepaid for the year 2024
Required:
Taxable profit or loss arising from each of the waomstruction projects for the year ended
315 December 2023
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