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RBBS 7214: PRINCIPLES OF TAXATION
DATE:	APRIL 2026					TIME: 2 HOURS 
GENERAL INSTRUCTIONS: 
Students are NOT permitted to write on the examination paper during reading time. 
This is a closed book examination. Text book/Reference books/notes are not permitted. 

SPECIAL INSTRUCTIONS: 
1 Write your REGISTRATION NO. Clearly on the answer booklet(s). 
2 Answer Question One and ANY other TWO questions.
3 Questions in all sections should be answered in answer booklet(s). 
4 Marks allocated to each question are shown at the end of the question. 
5 PLEASE start the answer to EACH question on a NEW PAGE. 
6 For the questions, write the number of the question on the answer booklet(s) in the order you answered them. 
7 Write your answers in paragraph form unless stated otherwise. 
8 Keep your phone(s) SWITCHED OFF at the front of the examination room. 

9 Keep ALL bags and caps at the front of the examination room and do not refer to any unauthorized material before or during the course of the examination. 
10 You are only allowed to leave the examination room 30minutes to the end of the Examination. 





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:
PAYE Tax Bands
	Monthly taxable pay (Sh.)
	Annual taxable pay (Sh.)
	Rate of tax

	1 – 24,000
	1 – 288,000
	10%

	24,001 – 32,333
	288,001 – 388,000
	25%

	32,334 – 500,000
	388,001 – 6,000,000
	30%

	500,001 – 800,000
	6,000,001 – 9,600,000
	32.5%

	Excess over 800,000
	Excess over 9,600,000
	35%


Personal relief: Sh.2, 400 per month (Sh.28,800 per annum).
Prescribed Benefit Rates of Motor Vehicles Provided by Employer
	Engine Capacity
	Monthly Rate (Sh.)
	Annual Rate (Sh.)

	Up to 1200 cc
	3,600
	43,200

	1201 – 1500 cc
	4,200
	50,400

	1501 – 1750 cc
	5,800
	69,600

	1751 – 2000 cc
	7,200
	86,400

	2001 – 3000 cc
	8,600
	103,200

	Over 3000 cc
	14,400
	172,800

	Land Rovers/Cruisers
	   7200
	   86000


Commissioner’s prescribed rate 2% on cost of motor vehicle
Commissioner’s Prescribed Benefit Rates – Services
	Service
	Monthly (Sh.)
	Annual (Sh.)

	Electricity (communal or generator)
	1,500
	18,000

	Water (communal or borehole)
	500
	6,000


Agriculture Employees – Reduced Benefit Rates
	Service
	Monthly (Sh.)
	Annual (Sh.)

	Water
	200
	2,400

	Electricity
	900
	10,800




QUESTION ONE: COMPULSORY (30 MARKS)
a) Evaluate the alignment of Kenya’s tax system with any FIVE principles of an optimal tax system. In your answer, use examples from different tax categories (e.g., corporate tax, VAT, personal Income) to support your evaluation. 		        (10 marks)

b) Stacey Traders Inc., has provided you with the following details in respect of transactions for the month of December 2024



									Sh ‘000’
December 4: Purchases 						580,000
December 8: Return outwards 					  46,400
December 12: Catering expenses 					  69,600
December 15: Repairs of motor car 					  23,200
December 18: Audit fees						 20,880
December 20: Imports (cost, insurance and freight) 		    	      100
December 22: Sales (local) 				           	           904,800
December 24: Sales (export) 					  	      200
December 27: Exempt sales 				           	           280,000
December 28: Photocopying 						   9,280
December 30: Telephone bill 						18,560
All transactions are inclusive of VAT at 16% where applicable.
Additional information:
1. Import duty is at 20% on cost, insurance and freight (CIF) basis.
2. A debtor of goods valued at Sh.40,600 was declared bankrupt on 18 December 2024.
3. Input tax relating to goods sold as exempt sales could not be directly identified and it was
found appropriate to restrict deductible input tax.
Required:
i. Output tax 									(2 marks)
ii. Deductible input tax.								(5 marks)
iii. Value Added Tax (VAT) 							(3 marks)								
c) Evaluate FIVE advantages of direct taxes as opposed to indirect taxes    (10 marks)

QUESTION TWO 
a) [bookmark: _GoBack]Despite the government’s decision not to introduce new taxes in the financial year 2025 Finance Bill, the Bill outlines several fiscal policy goals aimed at enhancing revenue collection and improving Kenya’s fiscal position                         
b) Required:
Explain FIVE key fiscal policy goals pursued in the Finance Bill 2025 in light of the decision not to raise tax rates                                                                        (10 marks)

c) Discuss FIVE factors that influence tax shifting in an economy        (10 marks)

QUESTION THREE
a) Evaluate FIVE roles that taxation policies of a country play in achieving budgetary objectives.								 (10 marks)
b) Describe how the government can use fiscal policy to stimulate the economy and increase the level of activity within the economy during 
i. Economic depression 							   (5 marks)
ii. High inflation. 							   (5 marks)
QUESTION FOUR 
a)  Kennedy Mwangi who holds a dual citizenship, had been living in the USA since September 2008. He returned to the country on 17 December 2024 and opened a hardware shop on 2 January 2025. On 1 July 2025, she secured a formal employment with ABC Inc.  a logistic company as a fleet manager.
He provided the following information relating to his income for the year ended 31 December 2025:
1. Basic salary Sh.180,000 per month (PAYE Sh.46,000 per month).
2. She was paid overtime amounting to Sh.30,000 per month and risk allowance of Sh.25,000 per month during the year.
3. The employer provided him with meals worth Sh.5,000 per month.
4. She received house allowance of Sh.60,000 per month.
5. Up to 30 September 2025, she used her personal car for official duties and the employer reimbursed a monthly mileage allowance of Sh.40,000.
6. On 1 October 2025, she was provided with a saloon car of 2400cc purchased by the company in year 2023 at a cost of Sh.2,000,000.
7. He was out of office on official duties for five days and received a per diem of Sh.6,000 from the employer.
8. The company paid school fees of Sh.80,000 for each of his three children during the year. This was included in the employer’s books of accounts.
9. The employer bought a Sh.120,000 air ticket to facilitate Kennedy Mwangi to visit the rest of his family in the USA during her annual leave.
10. With effect from 1 July 2025, he contributed Sh.15,000 (monthly) as pension contribution and Sh.92,000 for life insurance annual premium respectively.
11. He bought a residential house on 1 September 2025 through mortgage of Sh.6,000,000 provided by XM Bank Ltd. at an interest rate of 16% per annum. He moved into the house on 2 October 2025.
12. The net loss from the hardware shop during the year amounted to Sh.370,000.
This was after deducting the following:
				Sh.
Salary (sales person) 	1,050,000
VAT paid 			   180,000
Rent 				   680,000
Electricity 			     30,000
Furniture and fittings 	   	    250,000
Computers 			   300,000
Required:
i. Determine total taxable income for Kennedy Mwangi for the year ended 31 December 2025. 									             (8 marks)
ii. Compute tax payable (if any) from the income computed in (c) (i) above.	 (2 marks)

b) Discuss FIVE factors that influence tax shifting in an economy       (10 marks)
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