[image: ]
Riara School of Business
Nurturing business innovators

MAY - AUGUST 2025 TRIMESTER EXAMINATIONS
[bookmark: _Toc306263693]EXAMINATION FOR DEGREE IN BUSINESS ADMINISTRATION (FINANCE)
RAC 202: PRINCIPLES OF MANAGEMENT ACCOUNTING  

DATE:	8TH AUGUST 2025							TIME: 2 HOURS 

GENERAL INSTRUCTIONS: 
i. Students are NOT permitted to write on the examination paper during reading time. 
ii. This is a closed book examination. Text book/Reference books/notes are not permitted. 
SPECIAL INSTRUCTIONS 
1. Write your REGISTRATION NO. Clearly on the answer booklet(s). 
1. Answer Question ONE and ANY other TWO questions.
1. Questions in all sections should be answered in answer booklet(s) 
1. PLEASE start the answer to EACH question on a NEW PAGE.
1. For the questions, write the number of the question on the answer booklet(s) in the order you answered.
1. Write on both sides of each leaf and indicate number of each question at the top of each page.
1. Write the answers in a paragraph form unless stated otherwise. 
1. Marks allocated to each question are shown at the end of the question. 
1. All rough work must be done on the answer booklet and crossed through!
1. Use supplementary pages only when you have exhausted those in this book
1. Fasten the supplementary pages to the inside back cover of this booklet






[bookmark: _GoBack]QUESTION ONE (30 MARKS)
a) ABC Ltd. manufactures two products: Product X and Product Y. The company has identified the following activities and cost drivers:
Activity			Cost Driver			Total Cost (Kshs )
· Machine Setup	Number of Setups		10,000
· Quality Inspection	Number of Inspections	8,000
· Packaging		Number of Units		5,000
Additional data:
· Product X: 500 units, 20 setups, 30 inspections.
· Product Y: 1,000 units, 30 setups, 50 inspections.
Calculate the overhead cost allocated to each product using Activity-Based Costing (ABC). 									           (10 Marks)
b) ABC Ltd. produces 15,000 units of a component each year. The production costs are as follows:
· Direct Materials: Kshs 5 per unit
· Direct Labor: Kshs 4 per unit
· Variable Overhead: Kshs 3 per unit
· Total Avoidable Fixed Costs (per year): Kshs 30,000 (These costs will be eliminated if production stops)
An external supplier offers the component at Kshs 13 per unit. Should ABC Ltd. make the component in-house or buy it from the supplier? Show calculations and justify your decision. 									          (10 Marks)
c) ABC Manufacturing produces a specialty component with the following cost structure:
Selling price per unit: Kshs 120
Variable costs per unit:
· Direct materials: Kshs 45
· Direct labor: Kshs 30
· Variable overhead: Kshs 15
Fixed costs:
· Production facility lease: Kshs 180,000/year
· Salaries of supervisors: Kshs 120,000/year
· Equipment depreciation: Kshs 60,000/year
Required:
Calculate the original break-even point (in units and sales dollars). 		(10 Marks)




QUESTION TWO (20 MARKS)
a) XYZ Company manufactures tables with the following standard material specifications:
· Standard quantity: 8 kg of wood per table
· Standard price: Kshs 4 per kg
· Last month's actual production data:
· Actual production: 1,200 tables
· Actual quantity used: 9,500 kg
· Actual price paid: Kshs 4.20 per kg
Calculate:
i. Material Price Variance (MPV) 						(5 Marks)
ii. Material Quantity Variance (MQV) 					(5 Marks)
iii. Material Total Variance (MTV) 						(5 Marks)

b) Understanding the difference between product costs and period costs is essential for accurate financial reporting. Differentiate between the product costs and period costs. 										(5 Marks)
QUESTION THREE (20 MARKS)
a) TechGadget Co. has the following cash projections for Q1 2024:
· Opening Cash Balance (Jan 1): Kshs 15,000
· Expected Receipts:
· January: Kshs 40,000 (sales)
· February: Kshs 35,000 (sales)
· March: Kshs 50,000 (sales)
· Expected Payments:
· Rent: Kshs 6,000/month
· Salaries: Kshs 12,000/month
· Inventory:
· January: Kshs 25,000 (new product launch)
· February: Kshs 18,000
· March: Kshs 22,000
· Loan Installment: Kshs 8,000 due Feb 15
· Equipment Purchase: Kshs 20,000 (one-time, Jan 20)
· Policy: Minimum cash balance = Kshs 10,000.
Any shortfall must be covered by a short-term loan at 10% interest (repayable next month).
Tasks:
i. Prepare a monthly cash budget. 						(6 Marks)
ii. Identify any financing needs. 						(2 Marks)
iii. Calculate interest if loans are taken. 					(2 Marks)




b) Understanding the difference between product costs and period costs is essential for accurate financial reporting. Differentiate between the product costs and period costs 											(5 Marks)
QUESTION FOUR (20 MARKS)
a) Accounting plays a vital role in helping managers make informed decisions by providing accurate financial data and analysis. state five roles of accounting in making managing decisions. 							(5 Marks)
b) Target profit is the desired level of earnings a business aims to achieve after covering all fixed and variable costs. If a company has fixed costs of Kshs 50,000, a contribution margin per unit of Kshs 25, and wants a target profit of Kshs 10,000, how many units must it sell to achieve this profit. 		           		(10 Marks)
c) Financial accounting and management accounting are two key branches of accounting that serve different purposes. Distinguish between financial accounting and management accounting. 							(5 Marks)
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