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Explain four methods that may be used by companies to set transfer prices of goods.
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(12 marks)

(a)
(b)  Mwanyika has Ksh.120,000,000 to invest in a coffee processing factory. The expected
cash inflows from the investment are as follows:
Year Cash inflows
Ksh
2017 30,000,000
2018 42 000,000
2019 62,000 000
2020 32,000,000
2021 22,000,000
The cost of capital is 15%.
(i) Calculate the Net Present Value (NPV) of the investment.
(i)  Advise Mwanyika whether to undertake the investment or not.
2, {a)  Explain four advantages of using ordinary share capital to finance a business.
(b)  The following information was obtained from the records of Tamu Limited for the five
months ended 31 December 2018,
Month Units produced Overhead costs
Ksh
August 36,000 222 000
September 34,000 213,000
October 35,000 217,000
November 40,000 241 000
December 39,000 237 000
(1) Using regression analysis, formulate the overhead cost function of the form
y=a+bx.
(i) Using the regression cquation obtained in (i) above, determine the overhead
costs for January 2019 when 42 000 units are expected to be produced.
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3 (a) Explain four causes of labour tumover in an organization.

(B marks)
(b}  The following transactions relate to Wetu Enterprises during the month of May 2019,

May 1 The propnietor started business with Ksh 2,000,000 in a business .
hank aceount gk *E""'L“: Le
3 Purchased goods for Ksh 500,000 from Bariki Limited on credit =
9 Sold goods for Ksh 200,000 in cash ¥ (il alls
16 Purchased poods for Ksh 400,000 by cheque *3n% alc.

_—
it
20 Paid Bariki Limited the amount due by cheque benest ™
31 Paid salaries and wages amounting to Ksh 120,000 in cash “_1,':,»1.
Prepare ledger accounts 1o record the transactions above. (12 marks)

4. (a) Hightech Limited manufactures cabinets. The cabinets are available in three brands
namely: Modern, Classic and Unigue.

Modern Classic Unigue
(Ksh) (Ksh) (Ksh)
Selling price per unit 35,000 45,000 55,000
Production costs per unil:
Diirect materials 14,400 19 200 27 600
Dhrect labour 5.000 7 500 4500
Variable overheads 2400 3240 4.198

Additional information:

(I  The maximum monthly demand for the cabinets is as follows:

Units
Modern 2,000
Classic 3,000
Linit 4,000

(H} A maximum of 92,000 direct labour hours arc currently available.
{(IIT})  The direct labour cost per hour is Ksh 500.

(i) Compute the current shortfall in direct labour hours at maximum demand.

{ii) For each of the brands, determine the:

(1) Contribution per unit;
(1M  Contribution per direct abowr hour.

(i) Advise the management on the optimal production mix.

{12 marks)
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(b}  Totoward Limited buys and sells toys locally, The following information relates to the
loys,

(1) Annual demand is 25 000 toys.

{11y  Ordenng cost is Ksh 20000 per order.

(IlI) Purchase cost is Ksh 400 per toy,

(IV} The annual stock holding cost is 25% of the purchase cost.
(V)  Lead time is 3 days.

(VI}) The company has 250 working days per year.

Determine the: 1

(i} Economic Order Quantity (EOQY);
(ii)  Number of orders per year,
(iii)  Re-order level,
(8 marks)

5. {a)  The following balances were extracted from the books of account of Mazao Traders
on the 31 December 2018,

l}_ﬂ.tul
E!h .:];‘_.4. . I.L_L'IL-
s d 3..!" & mutfu'
Building 125000000  “Hug 2 d00 00
Fixtures 2 500 000 T bt CaT
Accounts receivable 7915 (00 e FE1ES0
Accounts payable 3015000 Toadi
Cash at bank 9617500 3-1-._'""'""
Drawings 6,000,000
Motor vehicles 13,750,000
Capital 161,767 500
Prepare a statement of financial position as at 31 December 2018, (8 marks)

(b}  Katono Limited manufactures two products, A and B,
The following information is available for the preparation of the 2019 budget.

D Standard data per unit:

Standard price Product A  Product B

Direct materials  (per kilogramme) Kg Kg

M, 20 8 f

M, 30 8 4
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Standard rate Product A Product B

Direct labour per hour
D, 300 2 3
D 200 4 3

(I}  Finished goods stock of the products is provided as follows:

Product A Produoct B

Unit Units
| January 2019 2500 2,100
31 December 2019 1 400 1 600

(I} Direct matenials stock in kilogrammes:

Materials M,  Materials M,

Kg Kg
| January 2019 4,600 3,100
31 December 2019 2,000 4 200

Product A Produoct B

(IV¥) Expected annual sales in {units) 10,000 11200
Selling price per unit (Ksh) 1 200 1,300

Prepare a

(i) Sales budget in units and shillings;

(iiy  Production budget in units;

(i}  Direct materials usage budget in kgs;

(iv) Direct materials purchases budget in kgs and in shillings.
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(8 marks)

(12 marks)

. {a) Explain four advantages of the Net Present Value (NPY) method of capital investment
appraisal.
{h) Fawadi Limited distributes reference materials in Kosah region.
The following information relates to the materials for the month of June 2018.
Date Purchase Cost per unit
28 Units Ksh.
June 1 5,000 o5
10 5,500 O
15 6,000 9%
23 1,500 1
27 4,000 106
Drate Sales
2017 Units
June 7 3 D)
16 4 000
24 2000
28 1.200
30 200
Prepare a stores ledger account using the Last In First Out (LIFO) method of stock
valuation.
L. (@)  The following data relates to the production department of Mwananchi Manufacturers
for the week ended 5 May 2019.
= Standard output per week 14 000 units
* Budgeted fixed overheads is Ksh 140,000
*  Actual output was 12 000 units
*  Actual fixed overheads is Ksh 150,000,
)] Calculate
(D Fixed overhead expenditure variance;
(1) Fixed overhead volume varance.
(it} For each vanance calcolated in (i) above, state two possible canses.
Z0L304, 3179
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(b} The following are the income statements for KK Limited for the years ended
31 December 2017 and 2018.

2017 018
Ksh Ksh
Sales 5 000,000 8 000,000
Less cost of sales (2.750.,000% {4.500,000%
Giross profit 2,250,000 3 500,000
Less trading expenses (1250007 (27500000
Net profit before interest and taxes 1,125,000 750,000
Less Debenture interest (62,500 (62 5000
Met profit before tax 1 062 500 6E7 500
Less corporation tax (3187500 (206,250}
MNet profit after tax _743.750 481250
Balance as at 31 December 2017 31 December 2018
Ksh Ksh
Current assets 19,325 000 5,125,000
Curremt liabilities 10,750,000 1,500, 000
Inventory 1,000,000 1,375,000
Capital employed 27 500,000 32 250,000

(i) For each of the years 2017 and 2018, calculate the:

{1 Return on capital employed,
(IT)  Asset tumover;

(TIIT}y  Gross profit margin;

(IV)  Net profit margin;

(V)  Current ratio.

(ii} Comment on the profitability of the company.

(iiiy  Advise the management on the action to take based on the results in (i) above.
(12 marks)
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