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INSTRUCTIONS:  Answer question one and any other three questions   

QUESTION ONE – (20 MARKS) 

a)  Management Accounting is s a crucial tool for decision making. Therefore, a manager 
must incorporate management Accounting techniques in every decision making so as to 
achieve the goals of a firm.              
Required: 
Identify the specific management tools and techniques you are required to write a report as 
a manager, advising the company for which you work, on how best to incorporate 
management accounting in every step of decision making process.       (10 marks) 
 

b) Standard costing is one of the conventional techniques adopted in staff motivation and 
performance evaluation. 
 
Required: 
Discuss how standards are developed and in what ways they can motivate staff.  (6 marks) 
 

c) ABC Ltd which deals with products Wye and Zed wishes to prepare an operating budget 
for the forthcoming period. The information regarding the products, costs and sales level is 
as follows: 
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Product: 

Wye    Zed 

 Materials required  

  P (kg)   4   6 

  Q (litres)  2   8 

 Labour hours required: 

                 Skilled hours  8   4 

      Semi-skilled house  4   10 

 Sales level (units)  4000   3000 

 Opening stock(units)  200   400 

The following additional information is relevant: 

1. Material P costs sh.100 per kg and material Q costs sh.70 per litre. 
2. Skilled and semi-skilled workers are paid sh.120 and sh.80 per hour respectively. 
3. Opening stocks were 600kg for material Wye and 2000 litres for material Zed. 
4. Closing stock of both materials and finished goods will be enough to meet 10% of 

demand. 

Required: 

i. Production Budget       (3 marks) 
ii. Material usage budget       (3 marks) 

iii. Material purchase budget       (3 marks) 
iv. Labour cost budget       (3 marks) 
v. Highlight the limitations of budgetary control.    (2 marks) 

QUESTION TWO (15 MARKS) 

a) Unique books ltd is a newly established company that intends to venture in the 
production of books. The budgeted production per annum is 25000 books with each book 
expected to be sold at sh.20. Due to financial constraints, the company is unable to 
acquire its own production machinery. It therefore considers two options of facilitating 
the production of books;Outsourcing the production or hiring the production machinery 
information on each of these options is presented below: 
Option one: Outsourcing the production: 
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The terms of contract would require the company to pay the production company 
sh.12 for each book produced and a fixed cost of sh. 160,000 per annum. 

 Option two: Hire the production machinery: 

Unique books ltd would be required to pay a fixed hiring charge of sh. 244,800 per 
annum. The available cost of producing each pen would amount to sh. 4.80. 

 Required: 

i. Breakeven point  in units under each option    (2 marks) 
ii. Margin of safety (in units) under each option    (2 marks) 

iii. Point of indifference(in units) between the two options  (2 marks) 

b) Discuss four limitations of the techniques you have used above.  (4 marks) 
 

QUESTION THREE (15 MARKS) 

a) Discuss three differences between job costing and contract costing.  (3 marks) 
 

b) The following details were extracted from Unique Shuttle ltd, which operates a fleet of 
vehicles plying Meru – Maua road. 

Sh. 

 Cost of motor    1,500,000 

 Trade-in price after 2 years     500,000 

 Maintenance: 6 months service      10,000 

 Spares replacement after 10000 km      15,000 

 Vehicle licence per annum        40,000 

 Tyre replacement after 50000 km     100,000 

 Insurance per annum       100,000 

 Petrol per km     8 

Required: 

Prepare a schedule to be presented to management showing the mileage of 5000km, 
10000km and 30 000 km per annum: 

i. Total variable cost      (1 mark) 
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ii. Total fixed cost      (1 mark) 
iii. Total cost       (1 mark) 
iv. Variable cost per km (to the nearest whole numbers)  (1 mark) 
v. Fixed cost per km( to the nearest whole numbers)  (1 mark) 

vi. Total cost per km (to the nearest whole numbers)  (1 mark) 
vii. Explain the trend of cost per unit of output and advise the management 

accordingly.       (1 mark) 

QUESTION FOUR (10 MARKS) 

a) Explain why activity based costing (ABC) is more preferred by businesses today to 
conventional costing.       (2 marks) 
  

b) The following details  relate to four products which are produced and sold by W ltd: 
 
Product    A  B  C  D 

        Output (units)  120  100  80  120 

        Cost per unit   Sh.  Sh.  Sh.  Sh. 

        Direct labour  28  21  14  21 

        Machine less per unit 4  3  2  3  

       The four products are similar and are usually produced in production runs of 20 units per  
run. The production overhead is currently absorbed by using machine hour rate, and the total 
of the production overhead for the period has been analysed as follows: 
 
          Sh. 
Machine dep’t cost (rent, rates, depreciation and supervision)  10,430 
Set up costs          5,250 
Stores Receiving costs         3,600 
Inspection /Quality Control        2,100 
Material handling and dispatch        4,620 
 
The number of requisitions raised on the stores was 20 for each product and the number of 
orders executed was 42. 
 
Required: 
 
Calculate the total cost of each product using: 

i. Conventional costing        (4 marks) 
ii. Activity based costing        (4 marks) 
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QUESTION FIVE (10 MARKS) 

a) Why is cost management important to any corporate firm?   (2 marks) 
b) Discuss the difference between management accounting and financial accounting.  

           (2 marks) 
c) A hospital’s records show that the cost of carrying out health checks in the past 5 years 

have been as follows: 

 Year    No. patients seen  Total costs 

      2000    650   17 125 

      2001    940   17 800  

      2002             1260   18 650 

      2003    990                              17 980 

      2004             1150                              18 360 

Required: 

i. Using the high-low method and ignoring inflation, find the estimated cost of 
carrying out Health checks on 850 patients on period 6.  (3 marks) 
 

ii. Using simple linear Regression Analysis find the estimated cost of carrying out 
health checks on 960 patients in period?    (3 marks)


