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INSTRUCTIONS:  Answer question one and any other two questions   

QUESTION ONE – (30 MARKS) 

a) It is generally argued that management Accounting is irrelevant to the public sector. Discuss
           (6 marks) 

b) How does management accounting differ with financial accounting?  (4 marks) 
 

c) Discuss how management accounting is applied in the following functions of management: 
i. Planning          (2 marks) 

ii. Controlling          (2 marks) 
iii. Decision making         (2 marks) 

           Hint: Students must explain clearly the management tools applied in each function. 

d) What do you understand by the term “Responsibility Accounting?” Citing a firm with which 
you are familiar, discuss the significance of responsibility Accounting, problems associated 
with Responsibility Accounting and possible solutions thereof.   (7 marks) 

e) Good Health care Hospital has prepared a schedule of estimated overhead costs for its blood 
test unit on the assumption that production will be 80000 tests. Overhead costs have been 
classified into fixed costs and variable costs. 
Overheads     Costs (sh) 
Suppliers       375 000 (All variable) 
Indirect labour              1 942 000 (1710 000 fixed) 
Rent                2 364 200 ( All fixed) 
Utilities       272 100(All variable) 
Depreciation       810 000(all fixed) 
Maintenance       243 300(85000 fixed) 
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Data processing      252 200(158 200 fixed) 
Technical support      169 400 (All fixed) 
Required: 

i. Using the accounts analysis approach and taking the number of tests as the only cost 
driver, estimate the cost of conducting 90 000 tests.    (3 marks) 

ii. A computerized regression program produced the following equation: 
Overhead costs = 6265000 + 15x (x is the number of tests) 
Using this equation, estimate overhead costs when production is anticipated to be  
115 000 tests.          (2 marks) 

iii. The co-efficient of determination (r2) of the equation is 0.978. Explain what this means 
in relation to the estimation line.      (2 marks) 

 

QUESTION TWO (20 MARKS) 
a) Discuss three possible pricing methods that can be applied by management of a company which 

practices transfer pricing, showing clearly when each method is recommended. (6 marks) 

b) A company estimates that the demand for its products fluctuates with the price it charges. The 

demand function is where q= No. of units demanded and ; 𝑞 = 280 000 ― 400𝑝; 

  P = price in dollars.  

The total cost of producing q units of the product is estimated by the function: 

C=350 000 + 300q + 0.0015q2 

Required:         

i. Determine how many units q should be produced in order to maximize annual profit. 

           (2 marks) 

ii. What price should be changed?      (2 marks) 

iii. What is the expected optimal profit?      (2 marks) 

c) A company that makes and sells product x has made the following estimates:     

  Condition   Sales Demand  Probability       Unit            Probability 
   Units                                                    variable cost 

 

Best possible    45 000   .3  3.5    .30 

Most likely   50 000              .6        4.0                                          .55 

Least possible   55 000                         .1   5.5       .15 

The price per unit of the product is sh.10 

Required: 

i. Compute the expected profit         (2 marks) 

ii. Compute the probability that the firm will break even.    (3 marks) 



3 

iii. If the firm has a profit target of sh. 60,000, what is the probability that this will not be attained? 

 (3 marks) 

QUESTION THREE (20MARKS) 

a) Discuss the relevance of transfer pricing and explain the recommended methods of transfer pricing 
in a firm.           (5 marks) 
 

b) What are the limitations of management accounting?     (3 marks) 
 
c) A process incurring manufacturing costs of sh. 800 000 produces three main products; A,B & C and 

also a by-product D. All the main products and the by-product require further processing before 
being sold. The output details from the process are as follows: 
 

Product   litres  
A   6,000 
B   10,000 
C   20,000 
By product D  5,000 

Additional Information: 
1. The post-separation processing costs and selling price for each of the products are as follows: 

Product   Cost per litre   Selling price per litre 
A   150    250 
B     40    100 
C     80    160 
By product D    20       40 

2. The expected quantities of out put sold in a period after final processing are as follows: 
Product   Quantity (litres) 
A   5,500 
B   9,600 
C   18,500 
By product D  5,000 

 
The company has a policy of deducting net sales value of by-products from production costs. 

Required: 

i. The apportioned joint costs to products A,B, and C using the net realizable value method. 
       (3 marks) 

ii. The total cost and cost per litre of products A,B and C          (3 marks) 
iii. The value of closing stocks of products A,B, and C.           (3 marks) 
iv. Comment on the product(s) which may not require further processing.        (3 marks) 
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QUESTION FOUR (20 MARKS) 

a) Discuss the limitations of cost volume profit analysis.   (4 marks) 
 

b) The standard cost of  certain chemical mixture is : 
  40% material A at sh.20 per kg 
 60% material B at sh. 30 per kg 
 

A standard loss of 10% is expected in production. During a period these is used. 
 90 kg material A at a cost of sh.18 per kg 
 110 kg material B at a cost of sh.34 per kg 

The weight produced is 182 kg of good production. 

Required:  

i. Material cost variance        (4 marks) 
ii. Material mix variance        (4 marks) 

iii. Material yield variance       (4 marks) 
iv. Comment on the causes of material cost variance and material yield.  (4 marks) 

 
QUESTION FIVE- (20 MARKS) 
a) Discuss the following cost estimation techniques as applied in management Accounting: 

i.  Industrial Engineering        (3 marks) 
ii. High low method        (3 marks) 

iii. Scatter graphs method       (3 marks) 
b) The following data was extracted from the books of Tiriki Ltd for the year ended 31.12.2013: 

 
Cost (sh.000) 13 12 18 21 24 42 
Output (units) 10 20 30 32 50 64 
 
Required : 
 

i. Draw up a visual diagram and extract the line of best fit.    (8 marks) 
ii. Estimate the cost of producing 30 units, using the diagram in (i) above.  (3 marks) 


