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INSTITUTE OF BANKERS IN MALAWI

DIPLOMA IN BANKING EXAMINATION

SUBJECT: TAXATION 1 (IOBM-D213)
Date: Friday, 7th November 2008

Time Allocated: 3 hours (08.00 to 11.00 am)



INSTRUCTIONS TO CANDIDATES

1
This paper consists of TWO Sections, A and B.
2
Section A consists of 4 questions, each question carries 15 marks. 


Answer ALL questions.
3
Section B consists of 4 questions, each question carries 20 marks. Answer ANY TWO questions.
4
You will be allowed 10 minutes to go through the paper before the start of the examination, when you may write on this paper but not in the answer book.

5
Begin each answer on a new page.

6.
DO NOT open this question paper until instructed to do so.

SECTION A

(60 Marks)
Answer ALL questions from this section.

QUESTION 1

(a)
Outline five reasons why government imposes taxes.

(5 marks)
(b)
State any four principles of taxation.



(4 marks)
(c)
Mention the two forms of taxation.



(2 marks)
(d)
Briefly explain the following terms:
(i) 
Bill of lading.






(2 marks)
(ii)
Certificate of origin.





(2 marks)








          (Total 15 Marks)
QUESTION 2

(a)
Explain how Value Added Tax works.


         (8 marks)
(b)
What supplies/services are exempted from Value Added Tax. 

 (4 marks)

(c)
What penalties can be incurred for failure to comply with Value Added Tax requirements?






 (3 marks)


.






          (Total 15 Marks)

QUESTION 3

(a)
What payments are subject to withholding tax?


(5 marks)
(b)
What forms are used in operating withholding tax?

(2 marks)
(c)
Which persons are exempted from paying withholding tax?
(3 marks)
(d)
What actions should be taken by a person making a payment after he or she has deducted withholding tax?



(3 marks)
(e)
What is the relationship between withholding tax deductions and other deductions from a payment?




(2 marks)








          (Total 15 Marks)
QUESTION 4
(a) Assuming that the monthly rates of income tax are as follows:
Taxable income



Rate

1st K7,000




0%

Next K3,000




10%

Excess over K10,000


30%

Calculate PAYE which Mary Mbewe would be liable to pay if her annual salary is K500,000.




           (5 marks)
(b)
If Mary Mbewe is paid a bonus of K12,000 at the end of the year, calculate her total tax.




            (5 marks)
(c)
What are the advantages of Pay As You Earn (PAYE).
(5 marks)








          (Total 15 Marks)

SECTION B

(40 Marks)

Answer ANY TWO questions from this section.

QUESTION 5
(a)
Define Gross Income.





(2 marks)
(b)
Define assessable income.





(2 marks)
(c)
In the year ending 31st December 2008, Andrew Mphande a businessman made a profit of K500,000 from his business. Being a retired banker, he was also within the year engaged as a consultant to train new Institute of Bankers students and was paid K200,000 on 1st May. He immediately deposited this amount in a fixed deposit account earning simple interest at 21% per annum. What is Andrew Mphande’s:-

(i)
Gross Income.






(2 marks)
(ii)
Assessable Income.






(2 marks)
(iii)
Describe the amounts which may be deducted from assessable income to realize taxable income.





(4 marks)
(d)
The total income of Zapi Investment Bank from investments and interest amounted to K6,000,000. In the year the bank decided to erect new office blocks to give room for expansion of a branch which used to house the head office. The expansion of a branch which involved demolition of some walls to increase the banking hall cost the bank K30,000,000. New air conditioning equipment was installed replacing the old one which could not service the large room at K5,000,000. The bank had to repair all its branches since they had stayed for many years without a new cost of paint.


Show how the above transactions would be reflected in computing Zapi Investment Bank’s taxable income.



(8 marks)







    
          (Total 20 marks)

QUESTION 6
(a)
Dzaone Club was established in 1999. It has a golf course, swimming pool, gymnasium, restaurant, bar and recreation facilities. These facilities are open to the public at a fee and the members enjoy special prices for all that is sold and provided at the club.

In the year ending 30 June 2006, the following were the transactions of the club:


Sales of beer




K200,000

Sales of cigarettes



    50,000


Letting of the football pitch


    40,000

Letting of the hall for weddings

    70,000

Catering for receptions


  300,000
In the year the Club incurred expenses amounting to K150,000. Determine Daone Club’s taxable income for the year ending 30 June 2006.







          (10 marks)

(b) Explain the calculation of taxes for the following special trades:-

(i)
Farming 






(5 marks)
(ii)
Registered co-operative Agricultural Societies

(5 marks)








(Total 20 Marks)
QUESTION 7
(a) Explain how Fringe Benefits Tax is determined.   
          (15 marks)
(b) What records should be kept and maintained by employers in relation to Fringe Benefits tax?





(3 marks)
(c) What forms are used in Fringe Benefit Tax?


(2 marks)
(Total 20 Marks)
QUESTION 8
(a) Explain the principles of Customs Valuation.


(8 marks)
(b)
Explain the six methods of customs Valuation.

          (12 marks)
(Total 20 Marks)
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