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PREFACE

Public financial management is a cornerstone of good governance, ensuring

that public funds are used effectively and efficiently to deliver public services.

As governments worldwide face growing demands for accountability and

transparency, the importance of understanding public finance and taxation has

never been greater. This book, Public Finance and Taxation, has been designed

to provide a comprehensive and practical foundation for students pursuing the

Certified Public Accountant (CPA) qualification, particularly those preparing for

Paper No. 12: Public Finance and Taxation.

The content of this book is aligned with the CPA syllabus (KNQF Level 7) and

addresses all examinable areas in detail, ensuring that students are fully

equipped to succeed in their exams and apply their knowledge in real-world

scenarios. The book covers a broad range of topics, from the basics of public

finance to more advanced areas such as taxation, public debt management,

procurement, and financial reporting for public entities.

Written with the learner in mind, this book combines theoretical concepts with

practical examples to help students not only understand the intricacies of public

finance and taxation but also to apply this knowledge in both academic and

professional settings. The material is structured to reflect the latest standards

and best practices, ensuring that it is both exam-ready and relevant to the

current landscape of public sector financial management.

Key features of this book include:

* Comprehensive coverage of the key topics in public finance and taxation,
including public debt, procurement processes, and tax law.

* Practical examples drawn from both local and international contexts to help
bring theory to life.

» Step-by-step guidance on how to approach complex financial calculations
and tax computations.

* Case studies and real-world applications to strengthen understanding and
enhance critical thinking.

* Exam-style questions with detailed solutions to help students prepare
effectively for their CPA exams.

Whether you are preparing for your CPA exams, advancing your understanding

of public finance, or seeking to apply these concepts in your professional career,

this book is designed to be your essential guide. It bridges the gap between

academic learning and practical application, ensuring that you are fully

prepared to tackle the challenges of the public finance and taxation landscape.

We hope this book provides you with the tools and confidence to excel in your

studies and in your future career as a Certified Public Accountant.

CPA Ronoh Benson Benhard
Synapse Global Institute
2025
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Introduction

Public finance refers to the study of how governments, at the national, regional,
and local levels, collect, allocate, and manage public resources. It deals with the
ways in which governments finance their activities, the role of public spending,
and the policies and instruments used to ensure fiscal stability. Public finance is
a crucial area of study, as it underpins the functioning of any government and
ensures that state obligations—such as welfare, infrastructure, defense, and

public services—are adequately financed.



A. Definition of Public Finance
Public finance can be defined as the management of a country’s revenues,
expenditures, and debt load to influence the economy. The field examines
how governments raise resources (mainly through taxation and borrowing),
allocate these resources to different sectors, and monitor their usage. It also
involves the management of public debt and the economic policies that
influence government spending, savings, and investments.
Public finance is an essential aspect of the economy because it ensures the
provision of public goods and services and helps in the redistribution of
wealth to achieve a more equitable society.

B. Objectives of Public Finance
The objectives of public finance can be grouped into the following broad
categories:

1. Resource Allocation: Public finance is primarily concerned with the effi-
cient allocation of resources in the economy. Governments aim to ensure
that funds are used optimally to meet public needs, such as providing
public goods and services like education, health care, infrastructure, de-
fense, and social welfare.

2. Income Redistribution: One of the key functions of public finance is to
ensure equity in society. Governments use taxes, subsidies, and welfare
programs to redistribute wealth and reduce income inequalities.

3. Economic Stabilization: Governments use fiscal policy—taxation, spend-
ing, and borrowing—to stabilize the economy by controlling inflation,
reducing unemployment, and promoting sustainable economic growth.
For instance, during periods of economic recession, governments might
increase spending and reduce taxes to stimulate demand.

4. Government Debt Management: Governments often borrow to meet
short-term funding gaps or finance long-term investments. Effective
management of government debt is essential for maintaining fiscal sus-
tainability and avoiding excessive borrowing that could lead to financial
crises.

C. Scope of Public Finance
The scope of public finance encompasses the following areas:

1. Public Revenue: This refers to the resources that the government collects
to finance its activities. The primary sources of public revenue are:

e Taxes: Direct taxes (such as income tax, corporation tax) and indirect

taxes (such as VAT, excise duties).
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e Borrowing: Government borrowing through the issuance of bonds or
loans from domestic or international sources.

e Other Revenues: These can include fees for government services,
fines, and the proceeds from the sale of public assets.

2. Public Expenditure: This is the spending of public funds by the govern-
ment. It can be classified into:

e Current Expenditure: Day-to-day spending on services like health,
education, and defense, as well as government employee salaries.

e Capital Expenditure: Spending on long-term investments like
infrastructure development (roads, bridges, schools, etc.).

¢ Transfer Payments: These include social welfare payments, pensions,
and subsidies given to individuals or groups in society.

3. Public Debt: Governments often need to borrow money to cover budget
deficits or fund large-scale infrastructure projects. Public debt manage-
ment involves the issuance of bonds or loans and the management of
interest payments. The management of public debt ensures that a gov-
ernment does not incur excessive debt that could harm its fiscal health.

4. Fiscal Policy: This refers to the use of government spending and taxation
to influence the economy. Governments adjust fiscal policies to either
stimulate the economy (expansionary fiscal policy) or cool down an over-
heating economy (contractionary fiscal policy). Public finance studies the
impact of such policies on overall economic performance.

5. Government Budgeting: Public finance involves the preparation, approv-
al, and monitoring of government budgets. The government budget out-
lines the projected revenue and planned expenditure for the fiscal year,
ensuring that funds are allocated efficiently to various sectors of the
economy. It is a critical tool for financial planning and controlling public
spending.

D. Key Players in Public Finance
The effective management of public finance involves several key players:

1. The Government: The government is the central entity responsible for
the collection of taxes, allocation of resources, and provision of public
goods and services.

2. Ministry of Finance: The Ministry of Finance, or its equivalent, is tasked
with managing the government’s finances, including budget preparation,

revenue collection, and debt management.
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