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UNIVERSITY EXAMINATION
RESIT/SUPPLEMENTARY / SPECIAL EXAMINATIONS 
EXAMINATION FOR THE AWARD OF DIPLOMA IN ACCOUNTING

DIAC 0226: MANAGEMENT ACCOUNTING II

STREAMS:								 	   TIME:  2 HOURS
       				
DAY/DATE:  WEDNESDAY 03/11/2021				            2.30 P.M - 4.30 P.M.	
INSTRUCTIONS:

· Answer Question one and any other two questions

QUESTION ONE
a) 	Kenya ltd manufactures three products X, Y and Z. The following information relates to  	the products 
Sales forecast 	 	Quantity 	Price/unit 
 	Product X 	1000 		Sh100 
 		Y 	2000 		Sh120 
 		Z 	1500 		Sh140 
 
Materials used in the company products are 
 	Material S1 sh. 4 per unit 
 	Material S2 sh. 6 per unit 
 	Material S3 sh. 9 per unit 
Quantities used in product
S1 		S2 		S3 
	X 	4 		2 		- 
	Y 	3 		3 		2 
  	Z 	2 		1 		1 
	Finished stock 		X 		Y 	Z 
	Opening stock 		1000 		1500 	500 
	Closing stock 			1100 		1650 	550 
	 					
S1 		S2 	S3 
Material stocks opening stock 		26000 		20000 	12000 
 		Closing stock 			31200 		24000 	14400 
Required: 
(i) Sales budget in quantity and value 	 	 	 	 		[2 marks] 
(ii) Production budget 	 	 	 	 	 	 		[5 marks] 
(iii) Material usage budget  	 	 	 	 	 			[5 marks] 
(iv) Material purchase budget 	 	 	 	 	 		[5marks]

b) Explain four reasons for adopting performance measurements			[8 marks]
c) Explain three methods that can be adopted in transfer pricing			[5 marks]

QUESTION TWO
Assume that ABC Ltd is trying to set the selling price for one of its products and three prices are under consideration.  These are Sh.4, Sh.4.30 & Sh.4.40
The following information is also provided
	Alternatives
	
	
	

	Conditions
	Sh.4.00        
	Sh.4.30       
	Sh.4.40

	Best possible
	16,000
	14,000
	12,500

	Most likely
	14,000
	12,500	
	12,000

	Worst possible
	10,000
	8,000            
	6,000

	
	
	
	

	Fixed costs                = Sh. 20,000
	
	

	variable cost per unit = Sh. 2
	
	



Required:
Advice the company on the best price to set based on the following methods
· Maximax									[5 marks]
· Minmax									[5 marks]
· Laplace Criteria of Rationality						[5 marks]
· Minimax Regret Criterion							[5 marks]

QUESTION THREE
a) Explain four assumptions of CVP Analysis					[4 marks]
b) Explain three methods of Transfer pricing						[6 marks]
c) Differentiate between Joint and By-products giving relevant examples		[4 marks]
d) Delmonte E.A Ltd produces three products from which the following operating statement has been produced.
PRODUCT							X 		Y 		Z
Sales 								32000 		50000 		45000
Total costs (sh.) 						36000 		38000 		34000
Net profit/loss 							(4000)		12000		11000
===		===		====
The total costs comprise 66⅔% variable and 33⅓% fixed.
The directors consider that as Product X shows a loss, it should be discontinued.
Based on the above cost data
(i) Should product X be dropped? (Support your answer with appropriate computation). 													[6 marks]
QUESTION FOUR
Roasters Limited is a coffee-blending firm.  It produces a special blend of coffee known as “Utopia Blend” by mixing two grades of coffee “AB” and “QP” as follows:
	Material
	Standard mix ratio
	Standard price per Kg

	AB
	40%
	Sh 120

	QP
	60%
	Sh 100


A standard loss of 15% is expected.  During the month of March 2002, the company produced 2,500 kg of “Utopia Blend”.  The actual quantities blended were as follows:
	
	Quantity used
	Cost (Sh)

	AB
	1,400kg
	175,000

	QP
	1,600kg
	152,000



Required:
Calculate the following variances
i) Material price variance                                                                                	 (4 marks)
ii) Material mix variance                                                                                  	(5 marks)
iii) Material yield variance                                                                               	  (5 marks)
iv) Material cost variance                                                                                  	(2 marks)
b) Explain the importance of budgeting 					                    (4 marks)
………………………………………………………………………………………………………
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