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GENERAL INSTRUCTIONS: 
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: COMPULSORY (30 MARKS)
a) Explain FOUR ethical responsibilities of a management accountant 	       (8 marks)
b) ABC Ltd manufactures products X, Y and Z. Data on sales and expenses for the past month are as follows: 
	
	                     X
	     Y
	     Z

	sales 
	145000
	500000
	360000

	less variable costs
	60000
	200000
	150000

	contribution Margin
	85000
	300000
	210000

	less fixed costs
	
	
	

	advertising-traceable 
	41000
	110000
	65000

	depreciation of special equipment
	20000
	40000
	35000

	line supervisor's salaries
	8000
	7000
	6000

	General factory overhead
	28000
	100000
	72000

	total fixed expenses
	95000
	257000
	178000

	Net operating profit 
	-12000
	43000
	35000



Management is concerned about continued losses shown by product X and wants your recommendation as to whether or not the line should be discontinued. The special equipment used to produce product X has no resale value. If product X is dropped, the two-line supervisors assigned to the product would be discharged. 
Required:  
Should production and sale of product X be discontinued?  You may assume that the company has no other use for the capacity now being used to produce Product X. Show your computations to support your answer.								(12 marks)
c) Discuss FIVE possible causes of adverse material price variance.		(10marks)
QUESTION TWO
a) A company produces a total of 15,000 units of its product. The selling price per unit is Kshs. 60. The costs associated with production and sales are as follows:
1. Variable Cost of Goods Sold: Kshs. 30 per unit
2. Variable Selling and Administrative Expenses: Kshs. 5 per unit
3. Fixed Manufacturing Costs: Kshs. 170,000
4. Fixed Selling and Administrative Expenses: Kshs. 50,000
During the period ending January 31, 2026, the company sold 12,000 units.
Required:
i. Prepare Income statements using Absorption Costing Method                                     (6 marks)
ii. Prepare Income statements using Marginal/Variable Costing Method then reconcile the two profits               						                                          (6 marks)
b) Explain FOUR importance of cost classification in an organization.  	                   (8 marks)

QUESTION THREE
a) A company produces and sells a single product. The following information is provided:
1. Selling price per unit: Ksh 100
2. Variable cost per unit: Ksh 60
3. Fixed costs per month: Ksh 80,000
4. Current monthly sales volume: 3,000 units
Required:
i. Calculate the contribution margin per unit                  	                        (2 marks) 
ii. Determine contribution margin ratio (CMR)                                                  (1 mark)
iii.  Determine the break-even point in units and in sales revenue.    		(3 marks)
iv.  If the company aims to achieve a profit of Ksh 50,000, how many units must be sold.
										(4 marks)

b) Explain FIVE benefits of Transfer pricing 					(10 marks)

QUESTION FOUR
a. ABC limited manufactures ready to drink juices. The company has consulted you to help develop a model that can be used to budget for maintenance costs of her machinery. You have established that maintenance cost of machinery has a relationship with machine hours used. Historical data provided on machine hours used and Maintaince cost over the last five years is shown below.
	
	Machine  Hours
	Maintaince Cost in Ksh. ‘000’

	2020
	170
	3000

	2021
	60
	1200

	2022
	120
	2000

	2023
	80
	1400

	2024
	120
	1500


                             
Required:
1. Using least-squares method, construct a model for the relationship between machine hours used and Maintaince cost.					             (12 Marks)
1. Assuming that in the year 2025 the company expects to use 250 machine hours Project the cost of Maintaince overhead to be used in budgeting.		   (3 Marks)
b) Examine FIVE key impacts of technological advancements on modern management accounting practices.                                                                             (5 marks)
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