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INCOMEANDTAXATION

TERM

1.GROSSINCOME

Itistheemployee’ssalaryincludingtheallowances.Itisthemoneybeforetaxationisdone.

2.ALLOWANCES

Itisincomewhichisnottaxedbecauseitjustaidstheemployee

3.TAXABLEINCOME

Itistheincomewhichistaxed.

Taxableincome=Grossincome–allowances.

4.INCOMETAX

Itisthemoneycalculatedfromtaxableincomeaspergivenrates.

5.NETINCOME

Thisistheemployee’sincomeafterincometaxisdeducted.

NOTE

Incalculatingfamilyallowance,childrenwithahigherallowanceareconsideredfirstincaseall

arenottobenefit.

Examples.

1.AccordingtoU.R.Ataxdepartment,incometaxiscalculatedasfollows

Thefirstshs120,000istaxfreeandtheremainingincomeistaxedatarateof25%.

Findthetaxpayableonearnedincomeof;

(a)shs100,000

(b)shs440,000

2.Amanagerofanindustryearnsagrosssalaryofshs2,000,000permonthwhichincludesan

allowanceofshs500,000taxfree.Therestofherincomeissubjectedtoanincometaxwhich

is

calculatedasfollows
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7.5%onthefirstshs800,000

12.5%onthenextshs500,000

20%onthenextshs100,000

30%onthenextshs60,000

35%ontheremainder

a)Findhertaxableincome

b)Calculatehermonthlyincometax

c)Expresshermonthlyincometaxasapercentageofhergrossmonthlysalary.

3.Thetablebelowshowstheincometaxratesofacertaincountryforgovernmentemployees

Taxableincome Tax
1-100,000 5

100,001-200,000 13
200,001-300,000 20
300,001-400,000 30
400,001-500,000 40
500,001andabove 45

Anemployeehasagrossmonthlyincomeofshs753,500.Heisentitledtothefollowing

monthlyallowances

Marriageandchildrenshs115,500

Housingandtransport10%ofthegrossincome

Medicalcareofshs81,600

Insurancepremiumofshs25,500

Calculatethe

a)taxableincome

b)incometax

c)netincome

4.Opioisanemployeewithaconstructionfirmthatpayshimagrossannualsalaryof

shs6,600,000.Heismarriedwith4childrentwoofwhomareaged17and19yearsrespectively

whiletheothertwoareaged11and14years.Thecompanypaysallowanceforthreechildren
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onlyforeveryemployee

Asummaryofallowancesisasfollows

Marriage one-tenthofgrossmonthlyincome

Medical shs30,000perannum

Transport shs2,000perday

Childrenabove15butbelow19years shs1,000

Childrenabove10yearsbutbelow15years shs6,000

a)CalculateOpio’staxableincomeforthemonthofJune

b)Theincometaxstructureisasbelow

Taxablemonthlyincome Taxrate%
1-100,000 10

100,001-150,000 15
150,001-220,000 20
220,001andabove 25

i)CalculatetheincometaxpaidbyOpio

ii)ExpresstheincometaxpaidbyOpioasapercentageofhistaxableincome.

5.Thetablebelowshowsthetaxstructureontaxableincomeofcitizensofacountry

Taxableincomeperannum Taxrate%
Firstshs80,000 7.5
Nextshs80,000(80,001-160,000) 12.5
Nextshs80,000(160,001-240,000) 20.0
240,001-320,000 30.0
320,001-400,000 36.5
400,001-480,000 45.0
480,001andabove 52.6

Aman’sgrossannualincomeisshs964,000.Theallowancesinclude

Housing shs14,500permonth

Marriage onetenthofhisgrossannualincome

Medical shs50,700perannum

Transport shs10,000permonth

Insurance shs68,900perannum
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Annualfamilyallowanceforfourchildrenatthefollowingrates

Shs3,400foreachchildabove18years,shs4,200foreachchildabove10yearsbutbelow

18yearsandshs5,400foreachchildbelow9years.

Giventhathehasafamilyoffivechildrenwiththreeofthembelowtheageof8,one16years

andtheelderchild20years.

Determinethe

a)taxableincome

b)incometaxhepaysannuallyasapercentageofhisgrossannualincome.

6.Thetablebelowshowsthetaxstructureontaxableincomeofacertainworkingclassof

people

Income(sh)permonth Taxrate(%)
0-30,000 10.0

30,001-90,000 16.5
90,001-190,000 23.5
190,001-340,000 32.0
340,001-500,000 40.0
Above500,000 49.5

Anemployeeearnssh.750,000.Hisallowancesinclude

Marriageallowance onefifteenthofhisgrossmonthlyincome

Waterandelectricity sh15000permonth

Reliefandinsurance sh180,000perannum

Housingallowance sh40,000permonth

Medical sh300,000perannum

Transportallowance sh36,000permonth

Familyallowanceforfourchildrenonlyasbelow

Forchildrenintheagebracket0to10yearsshs12,500perchild,between10and18yearsshs

8,250perchildandover18yearsshs5,000perchild.

a)Calculatetheman’staxableincomeandtheincometaxhepaysgiventhathehasthree

children,twoofwhomareagedbetween0and10years,andtheotherchild13years.

b)Whatpercentageofhisgrossincomegoestotax.

7.Inacertaincountryincometaxiscomputedafterdeductingthefollowingallowances
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Typeofallowance Amount(sh)
Marriage 10,000
Single 4,000
Eachchildabove10butbelow
20years

3,000

Eachchildunder10years 2,000
Omojaismarriedwith3childrentwobelow10yearsofageandtheother12yearsold.Mbiliis

singlebuthastwodependentsaged11and15years.EachmonthOmojaandMbiliearngross

incomesofsh.130,000andshs120,000respectively.Theincometaxiscalculatedasfollows

Taxableincome %rate
1-10,000 20

10,001-50,000 15
50,001-above 10

a)Calculatethe

i)taxableincomeforOmojaandMbili

ii)incometaxforOmojaandmbili

b)Expressthetotalincometaxforeachmanasapercentageoftheirrespectivetaxable

incomes.

8.Inacertainschoolateacher’ssalaryincludesthefollowingtaxfreeallowances

Typeofallowance Amount
Legallymarriedteacher Sh10,000
Eachchildunder10years Sh2,500
Eachchildabove10years Sh2,000
P.T.A Sh50,000
Headofdepartment/subject Sh10,000
Classteacher Sh5,000
Housemaster/mistress Sh5000
Unmarriedteacher Sh6,000

Mr.MugishaandMrOfutiareseniorteachersinthisschool.MrMugishaismarriedwithtwo

childrenunder10yearsandonechildabove10years.Heisalsoaclassteacherandaheadof

department.MrOfutiissinglebuthastwodependentsunder10yearsandisahousemaster

andaclassteacher.TheirincomeissubjectedtoPAYE(payasyouearn)monthlyatthe

followingrates

Forthefirstsh10,000taxableincometaxis20%whiletherestistaxedat15%.

Attheendofeachmonth,MrMugisha’sgrossincomewassh150,000andMrOfuti’sgross

incomeissh130,000.

Calculatethe
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a)taxableincomeforeachteacher

b)taxpaidbyeachteacher

c)taxpaidasapercentageofthegrossincomeforeachteacher.

9.Themonthlyincometaxsystemofacertaincountryisgivenasbelow

Basicpay(ush) Rate
0-150,000 Free

150,001-250,000 10.0
250,001-350,000 12.5
350,001-450,000 16.0
450,001-550,000 22.5
550,001-600,000 30.5

Anallowanceinexcessofsh80,000issubjectedtoataxof25%ofthemonthlyallowance.

TwoemployeesAandBaresuchthatAearnsabasicmonthlypayofsh355,000andatopup

allowanceofsh185,000permonthwhileBearnsonlyabasicmonthlypayofsh540,000.

a)Whoofthetwoemployeespaymoremonthlyincometaxthantheotherandbyhowmuch

b)ExpressemployeeA’sincometaxasapercentageofhismonthlyearnings.

Calculationoftaxableincomeforgiventax

1.Theincometaxstructureofacertaincountryisasbelow

Taxableincome(sh) Rate(%)
1-120,000 5

120,000-220,000 10
220,001andabove 15

Calculatethetaxableincomeforapersonwhopaidataxofsh20,500.

2.Thetablebelowshowstheincometaxratesontaxableincomeinacertaincountry.

Taxableincome Rate(%)
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20,001-90,000 8.5
90,001-190,000 12.0
190,001-305,000 13.5
305,001-435,000 14.0
435,001andabove 17.0

Findthetaxableincomeforapersonwhopaidataxof

i)sh13,150

ii)sh32,800

iii)sh62,725

3.Anaccountantinacertaincompanyisentitledtoataxfreeallowanceofsh500,000.The

incometaxratesontaxableincomeareasfollows

Taxableincome Rate(%)
1-800,000 7.5
800,001-1,300,000 12.5
1,300,001-1,400,000 20.0
1,400,001-1,460,000 30.0
1,460,001andabove 35.0

Giventhattheaccountantpaysataxofsh174,500,calculatehis

i)taxableincome

ii)grossincome

iii)netincome

4.Inanorganizationemployeesaregiventhefollowingallowanceswhicharetaxfree

Transport sh80,000permonth

Medical sh600,000perannum

Housing sh100,000permonth

Insurance sh360,000perannum

Waterandelectricity sh30,000permonth
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Thefollowingtaxratesapplyontaxableincome

Taxableincome Rate%
1-230,000 Free
230,001-320,000 10
320,001-420,000 15
420,001andabove 20

Findthe

i)totalallowancegiventoeachemployeepermonth

ii)grossincomeforanemployeewhopaidataxofsh32,000

iii)netincomefortheemployeeinii)above.

INCOMEANDTAXATION

Summary:

1.GROSSINCOME:istheincomebeforeincometaxisdeducted.

2.ANALLOWANCE:isanontaxableincome(Taxfreeincome).Incaseofa

discriminativepolicyonchildrenallowance,childrenattractingahigher

allowancetakeupthebenefit

3.TAXABLEINCOME:istheincometobetaxed.

Taxableincome=Grossincome–allowances
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4.INCOMETAX:isataximposedonthetaxableincome

5.NETINCOME:istheincomeafterincometaxisdeducted.

Netincome=Grossincome–incometax

EXAMPLES:

3.Inacertaincountry,incometaxiscalculatedasfollows:

Income(Shs)per
month

Tax
rate(%)

01-30,000 10.0
30,001-90,000 16.5
90,001-270,000 23.5
270,001-390,000 32.0
390,001-500,000 40.0
Above500,000 49.5

AmanearnsagrossmonthlyincomeofShs900,000.Heisentitledto

thefollowingallowances:

Married onefifteenthofthegrossincome

Unmarried 10%ofthegrossincome

Transport sh40,000permonth

Medical sh600,000perannum

Housing sh100,000permonth

Insurance sh360,000perannum

Electricity sh25,000permonth

Familyallowanceforonlyfourchildrenatthefollowingrates:

Shs30,000foreachchildabove18years,Shs45,000foreachchild

above10butbelow18yearsandShs60,000foreachchildbelow9

years.

Giventhatthemanismarriedwithfivechildrenofwhomthreeareaged

below8years,oneaged16yearsandtheelderchild20years
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Calculatehis

(i)taxableincome

(ii)incometax

(iii)netincome

(iv)incometaxasapercentageofhisgrossmonthlysalary

2.Theincometaxofanemployeeiscalculatedasfollows:

Income(Shs)permonth Tax
rate(%)

50,001100,000 20

100,001200,000 30

200,001400,000 35

400,001550,000 40

Above550,000 45
CalculatethetaxableincomeofanemployeewhosetaxpayisShs

89,000

3.Thetablebelowshowsthetaxratesin2018

Income(Shs)permonth Tax
rate(%)

01-450,000 18
450,001-800,000 25
800,001-950,000 30
Above950,000 40

BobearnsagrossmonthlysalaryofShs750,000whichincludesan

allowanceofShs120,000.Calculatehis:

(i)taxableincome (01mark)

(ii)monthlyincometax (03marks)
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