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INSTRUCTIONS: Answer question one and any other two questions

QUESTION ONE (30 MARKS)
a) Explain the following terms as used in cost accounting
i) Margin of safety										(2 Marks)
ii) Buffer stock										(2 Marks)
iii) Revenue centre and profit centre							(3 Marks)
iv) Cost behaviour										(2 Marks)
b) The following information was obtained from the books of Kamau Otiende wholesales as at 31st December 2014.
		Consumption per week
Maximum = 6000 units	Minimum = 4000 units
Re-order period 4 – 6 weeks
Re-order quantity = 30, 000

Required:
 Calculate 
i) Re-order level 										(2 Marks)
ii) Maximum stock level									(2 Marks)
iii) Minimum stock level									(2 Marks)
iv) Average stock level									(1 Marks)
c) Explain three bases of cost classification 							(9 Marks)
d) A merchant in Nairobi ordered sales of second hand clothing from Uganda of Shs.4, 000 per order. He requires 4, 000 sales per month. The storage cost is shs.32 per bail per month. 
Required:
Compute the Economic order quantity (E.O.Q)						(5 Marks)
QUESTION TWO (2O MARKS)
1. List and explain any three basis of overhead appointment 					(6 Marks)
2. The following information was provided by stop one manufacturing ltd as at 1st January 2014.
Stock on January 1 2014		Shs.
Raw materials				25, 000
Work in progress			38, 000
Finished goods				42, 000
Stock on 31st December 2014
Raw materials				30, 000
Work in progress			32, 000
Finished goods				45, 000
Purchase of raw materials		280, 000
Carriage inwards			70, 000

Return of raw materials		13, 000
Salaries (40% factory, 30% office,
		30% selling & distribution)	60, 000
Rent apportioned in the ratio of 5:3:2 
to the factory, office % warehouse	40, 000
Factory power				15, 000
Factory expense			20, 000
Administration expense		12, 000
Selling & distribution expense		180, 000
Sales					650, 000
Required:
i) Production cost statement 									(8 Marks)
ii) Profit statement 										(6 Marks)
QUESTION THREE (20 MARKS)
a) Explain the limitations of breakeven point analysis 					(8 Marks)
b) Mwaura a small wholesaler produced 40, 000 units of product Z on September 2014. The following information was available.
Sales 	Units	35,000
Variable production costs/units 10
Fixed costs 20, 000
Selling and distribution cost (fixed) 50, 000 
Selling price/unit sh.20
Required:
Prepare operating statement s based on
i) Marginal costing								 	(6 Marks)
ii) Absorption costing 									(6 Marks)
QUESTION FOUR (20 MARKS)
a) Mr. Muigai has been employed as a cost accountant for chapu chapu development project based on lower zones of Meru town. He has reported to the board that the organization lacks proper cost accounting informational that the employees did not understand the use of this information. Advise Chapu Chapu on the use of cost accounting information.			(8 Marks)
b) Mulika Mwizi ltd has two production departments (Assembly and finishing ) and two service departments (maintenance and canteen)
The following were the budgeted costs for the year ended 31st December 2014
Rent		15, 000
Machine depreciation	5, 000
Electricity 			10, 000 
The following was also given:
				Assembly	Finishing 	Maintenance 	Canteen
Area (sq metres)		1, 000		2, 000		500		500
kw hours consumed 		2, 700		4, 500		1, 975		775
Machine values (sh)		45, 000	35, 000	11, 000	9, 000
Staff				20		30		10		2
Required:
Prepare an overhead analysis sheet to represent the above information			(12 Marks)

QUESTION FIVE (20 MARKS)
a) Explain two commonly used methods of pricing stocks and outline five factors affecting stock levels												(10 Marks)
b) The following data relates to work at a certain factory:
Normal working 			Shs.
Basic rate of pay per hour		shs. 60
Standard time allowed to
Produce 1 unit:			2 minutes
Actual units produced		340
Required:
Compute total labour cost using:
i) Halsey scheme										(3 Marks)
ii) Halsey weir scheme									(3 Marks)
iii) Rowaa scheme										(4 Marks)
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