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Students are NOT permitted to write on the examination paper during reading time.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.


QUESTION ONE (30 MARKS) COMPULSORY

Zenith Textiles Ltd. is a company specializing in the production of high-quality fabrics. In recent years, the company experienced a decline in profitability due to rising raw material costs, inefficient production processes, and poor financial planning. To address these challenges, the company's management decided to adopt a comprehensive budgetary control system.
Implementation of Budgetary Control: The budgetary control process at Zenith Textiles Ltd. involved setting financial targets for each department, including production, procurement, sales, and human resources. Each department was responsible for preparing a budget that aligned with the company's overall strategic objectives.
The finance team developed a master budget that incorporated individual departmental budgets, setting clear goals for revenue, expenses, and profit margins. Regular budget review meetings were scheduled, and variance analysis was performed to identify deviations between actual performance and budgeted figures.
Challenges Faced: During the first quarter, Zenith Textiles Ltd. encountered some challenges in implementing the budgetary control system:
· The production department frequently exceeded its budget due to unforeseen machinery breakdowns and overtime costs.
· The sales department struggled to meet revenue targets due to increased competition and lower market demand.
· Some employees expressed concerns that the strict budgetary controls were limiting their creativity and flexibility in decision-making.
Despite these challenges, the management continued to refine the budgetary control process, focusing on improving efficiency, reducing costs, and enhancing overall financial discipline.
Outcome: By the end of the fiscal year, Zenith Textiles Ltd. reported a significant improvement in its financial performance:
· Operating costs were reduced by 15% due to better resource allocation and cost-control measures.
· Revenue increased by 10% as the sales team adjusted its strategies in response to market conditions.
· Profit margins improved, allowing the company to reinvest in new machinery and employee training programs.

a) Based on the case study, identify and explain THREE key challenges Zenith Textiles Ltd. faced during the implementation of its budgetary control system. How could the company address these challenges to ensure better outcomes in the future?
           (10 Marks)
b) Explain THREE assumptions of cost-volume-profit (CVP) analysis. 		(6 Marks)
c) Computech has two fully automated machines M1 and M2 through which metal is passed to produce stands. There are two production constraints, and Computech has decided to produce only one of the three metal stands P, Q, and R during the next financial year.
The forecasts for the next financial year are as follows:
	
	P
	Q
	R

	Maximum sales (units)
	8,000
	10,000
	12,000

	Selling price per unit (Shs.)
	90
	100
	120

	Machine time: M1 (hours)
	0.25
	0.15
	0.25

	Machine time: M2 (hours)
	0.25
	0.125
	0.25


Additional information:
1. Maximum operating hours for machine M1 is 1,700 hours, while for machine M2 is 1,920 hours.
2. Each unit of stand produced requires 2 meters of wire.
3. There are available wire materials amounting to 17,000 meters.
4. Variable operating overheads for machine M1 and machine M2 are Shs.50 per hour and Shs.60 per hour respectively.
5. Production capacity is dedicated to the stands only.
Required: (i) Advise the management of Computech on which stand to produce and sell indicating the number of units and resulting contribution. 			           (14 Marks)
QUESTION TWO (20 MARKS)
(a) Outline four causes of material usage variances. 					(8 Marks)
(b) ABC Ltd. plans to use activity-based costing to determine its product costs. Currently, it uses a single plantwide factory overhead rate for allocating factory overheads to products, based on direct labor hours.
The total factory overhead cost is as follows:
	Department
	Factory Overheads

	Production support
	575,000

	Production (factory overheads only)
	825,000

	Total cost
	1,400,000


The company has determined that it performs four major activities in the production support department.
These activities along with their budgeted costs are as follows:
	Production Support Activities
	Budgeted Cost

	Set-up
	425,750

	Production control
	178,000

	Materials management
	225,750

	Quality control
	142,500

	Total
	972,000


ABC Ltd. has estimated the following activity-based usage quantities and units produced for each of its three products:
	Product
	Number of Units
	Direct Labor Hours
	Set-ups
	Production Orders
	Inspections
	Material Requisitions

	Product M
	7,500
	25,000
	80
	90
	35
	320

	Product L
	10,000
	15,000
	40
	30
	40
	200

	Product K
	8,500
	20,000
	5
	5
	50
	229

	Total
	26,000
	60,000
	125
	125
	125
	749


Required:
Determine the factory overhead cost per unit for each product using:
· Simple plantwide factory overhead rate method.				 (4 Marks)
· Activity-based costing. 							(8 Marks)


QUESTION THREE (20 MARKS)
a) Explain four ways in which a company could achieve cost reduction. 	(8 Marks)
b) BCH Ltd. Produces a type of liquid fertilizer. The production of this liquid fertilizer requires three different types of chemicals namely: Exe, Wye, and Zed. The chemicals are mixed in the proportion of 0.4,0.3 and 0.3 respectively and their standard costs are Ksh.12, Ksh. 7 and Ksh.5 respectively 
In the month of April 2006, the company produced 150,000 liters of the fertilizer at a total cost of Ksh.1,708,000. The actual number of liters used and cost per liter for the three chemicals were as follows:
Additional information 
a) In the recent past the standard yield has been 80% on 100 liters of the chemical mix. 
b)  The company maintains a policy of not carrying any raw materials, as storage space is 
limited. 
c) Annual production of liquid fertilizer has been set at 8,320,000 liters.
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The company had expected the usage of Exe, Wye, and Zed chemicals to be 5,000,56250 and 56,250 respectively.
Required; - 
(i) Material price variance 										(3 Marks)
(ii) Material yield variance 										(3 Marks)
(iii) Material mix variance										(3 Marks)
(iv) Material Usage Variance 									(3 Marks)

QUESTION FOUR (20 MARKS)
a) Outline THREE benefits of a budgetary control system in an organization. (6 Marks)
b) The following information relates to the projected activities of Detrix Ltd., a local manufacturing company for the year 2024:
	Wages (Sh.”000”)
	Materials Purchased (Sh.”000”)
	Overhead Cost (Sh.”000”)
	Sales (Sh.”000”)

	January 18,000
	60,000
	30,000
	90,000

	February 24,000
	90,000
	36,000
	120,000

	March 30,000
	75,000
	48,000
	180,000

	April 27,000
	105,000
	42,000
	150,000

	May 36,000
	90,000
	54,000
	210,000

	June 30,000
	75,000
	48,000
	180,000

	July 27,000
	75,000
	42,000
	150,000

	August 27,000
	90,000
	42,000
	150,000



Additional information:
1. It is expected that the cash balance on 30 April 2024 will be Sh.66,000,000.
2. Wages are paid within the month they are incurred.
3. Creditors for raw materials are paid three months after receipt.
4. Debtors are expected to pay two months after delivery.
5. Included in the overhead figure is Sh.6,000,000 per month, which represents depreciation.
6. There is a one-month delay in paying the overhead expenses.
7. 20% of the monthly sales are on a cash basis.
8. A commission of 5% is paid to agents on all the sales on credit, but this is not paid until the month following the sales to which it relates. This expense is not included in the overhead figure.
9. The company intends to repay a loan of Sh.75,000,000 on 31 May 2024.
10. A delivery is expected in the month of June 2024 of a new machine costing Sh.135,000,000 of which Sh.45,000,000 will be paid in each of the following months.
11. The company has an overdraft facility with banks.
Required:
A cash budget for the months of May, June, and July 2024. 			           (14 Marks)
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