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SECTION A 

 

 
1. (a) (ii) 

 
(b)  (i) 

(c) (iv) 

(d) (iii) 

(e)  (ii) 

(f) (iv) 

(g) (i) 

(h) (ii) 

(i)  (i) 

 
(j)       (iv) 

(k)       (iii) 

(l)       (ii) 

(m)        (i) 

(n)       (iii)  

(o)       (ii) 

(p)       (iv) 

(q)       (iii) 

(r)       (iv) 

(s)       (i) 

(t)      (iii) 
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SECTION B 

 

Answer FIVE questions ONLY from this Section 

 

2. (a) (i) Re-order level = Maximum usage in lead time 
= 1,000 x 300 
= 300,000 Kg.  

 

(ii) Re-order quantity =  
       

  
 

 

               =  
                       

           

 
        = 13,856 kg              

 
(iii) Maximum level 

=    Re-order level + Order quantity – minimum usage in lead time  
                                                           
=    300,000 + 13,856 – (1,000 x 200) 

 
=    113,856 kg                

 
(iv) Minimum level = Re-order level – Average usage in average lead time 

 

             

=    300,000 – (1,000 x 250) 

 
=    50,000 kg                            

 

  
(b) EOQ assumptions: 

 

(i) That there is a known, constant stockholding cost.                         

 (ii) That there is a known, constant ordering cost.                                   

 (iii) That rates of demand are known.                                                       

 (iv) That there is a known, constant price per unit.                                  

(v) That replenishment is made instantaneously i.e. the whole batch is 

delivered at once.                  
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 (c) Two problems that one may encounter in determining the EOQ are”: 
 

(i) The assumption that all costs are known and constant i.e. ordering costs, 
unit costs, etc.  This is unlikely to be so.                                            

 
(ii) Determining the carrying cost is a subjective matter based on estimates of 

interest rates which may vary.                                                            

 
(iii) Demand forecasting is notoriously difficult.                                     

 

                                              
3. (a) Midpoint 

 
x 

5 
15 

25 
35 
45 

55 
65* 

   f 

  56 
108 

162 
102 
  46 

  26 
    0 

500 

     fx 

    280 
  1620 

  4050 
  3570 
  2070 

  1430 
        0 

13020  

           

    -21.04 

    -11.04 
      -1.04 

       8.96 
     18.96 
     28.96 

     38.96 

           

    24,790 

    13,163 
         175 

      8,189 
    16,536 
    21,806 

             0 
    84,659 

 
  * assumed, but irrelevant since f = 0 
 

  Mean = 
   

  
 

     

   
   = 26.04 Minutes             

 

 

Standard deviation = 
    

  
  

   

  
 
 

 

 

       =   
      

   
 

 
           = 13.01 Minutes               
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 (b) (i) Features of the Median 
 

  (1) The median is equal to or exceeded by half the values in the  
   distribution and vice versa.                                                   

  (2) It uses only one value in the distribution.  It is not, therefore,  
   influenced by extreme values.               
  (3) It is an actual value occurring in the distribution (unless it is  

   computed by averaging the values of the two middle items of an  
   even-numbered distribution).                

  (4) It can be computed even if the data is incomplete.              
  (5) It cannot be used for further mathematical (statistical) processing.  

               

    
(ii) Features of the Mode 

 
   (1) If the data is discrete then, like the median, the mode is an actual,  
    single value.                  

   (2) If the data is continuous then the mode marks the point of greatest  
    clustering of occurrences.               

   (3) Like the median, it can often be computed from incomplete data.  
   (4) Again like the median, it cannot be used for further mathematical  
    processing.                

                     

         

4. (a) Workings: 
           

  Calculation of cash flows:                               K 
       Cost of machine      20,000,000 
       Residual value        4,000,000 

       Depreciable amount     16,000,000 
 

  No of years    4 

 Annual depreciation  K4,000,000 

 
Year  
 

2014 
2015 

2016 
2017 

Expected profits 
           K 

   8,000,000 
   7,000,000 

   4,000,000 
   3,000,000 

Annual depreciation 
          K  

   4,000,000 
   4,000,000 

   4,000,000 
   4,000,000 

Annual cash flows 
             K 

   12,000,000 
   11,000,000 

     8,000,000 
     7,000,000 
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(i) Payback period 
 

Year 
 

  
2014 
2015 

Investment  
outlay 

K’000 
20,000 
    - 

Cash flow 
 

K’000 
12,000 
11,000 

Net cash flow 
 

 K’000 
 (8,000) 
11,000 

Cumulative 
cash flow 

 K’000 
 (8,000) 
  3,000 

 

   Payback period =         
    

     
           

 

                                         = 1 year 8.7 months                            
 

(ii) Accounting rate of return using the average cost of investment method. 

 
  Average expected profits = K’000 (8,000 + 7,000 + 4,000 + 3,000) 

                    4 

          = 5,500 

  ARR = 
         

                         
     

         

         
 

 

   = 68.75%                                       

 

(iii) Net present value 
 

Year 
 
2014 

2015 
2016 

2017 
2017 
 

Initial cost 
Net present 

value 

Net cash flow 
K’000 
12,000 

11,000 
  8,000 

  7,000 
  4,000  

Discount Factor 
@ 16% 
0.862 

0.743 
0.641 

0552 
0.552 

Present value 
K’000 
10,344 

  8,173 
  5,128 

  3,864 
  2,208 
29,717 

20,000 
  9,717 

 

 (b) Advantages of the payback method 

 
(i) It is simple to understand and calculate 

 
(ii) It is more objectively based because it uses project cash flows rather than 
 accounting profits. 

, 
(iii) It favours quick return which may produce faster growth for the firm and 

enhance liquidity. 
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(iv) Choosing projects which pay back quickest will tend to minimize time 
related risks.  However, not all risks are related merely to the time elapsed. 

 

 

Disadvantages of the payback method 
 
(i) Payback is a rough measure of liquidity, not overall project worth.  

 
(ii) Payback provides only a crude measure of the timing of the project cash 

flows.                            
 

 

 (c) Features of discounted cash flows (DCF) 

 

  (1) Use of cashflows 

All DCF methods use cash flows and not accounting profits.  Accounting 
profits are invariably calculated for stewardship purposes and are period 

orientated, thus necessitating accrual accounting with its conventions and 
assumptions.   
 

For investment appraisal purposes, a project orientated approach using 
cash flows is preferred because it is more objective and the accounting 

conventions regarding such matters as revenue/capital expenditure and 
stock valuation become largely redundant.  The cash flows to be included 
are the net after tax incremental cash flow effects of the project i.e. the 

difference in cash flow between having and not having the project.  
 

 
  (2) Time value of money 

There is a general acceptance that any serious attempt at investment 
appraisal must make due allowance for the time value of money.  Money 
has a time productivity, i.e. money received earlier can be put to use, for 

example, it can be invested to earn interest.  This means that sums arising 
at different times cannot be compared directly, they must be reduced to 

equivalent values at some common date.  The common date may be at any 
time but discounting methods typically use now, i.e. the present time, as 
the common date.             
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5. (a) (i) Materials Variances 
  

 
 

 
 (ii) 
 

 
 (iii) 

 
 

  
 (iv) 

 
 (v) 
 

 
 

 

 (vi) 

 
 
 (vii)  

 

 

Actual cost 
AQ x SP (660,000 x K40) 

 
SQ x SP (130,000 x 5 x K40) 
 

 
Labour variances 

Actual wages 
AH x SR (533,000 x K60) 

 
SH x SR (130,000 x 4 x K60) 

                  
Fixed Overhead Variances 

Actual overheads 
Budgeted overheads 
(120,000 x 4 x K40) 

 
AH x OAR (533,000 x K40) 

                      
 
SH x OAR (130,000 x 4 x K40) 

                      

       K 

27,588,000 
26,400,000 

 
26,000,000 
 

 
 

32,513,000 
31,980,000 

 
31,200,000 

 
 

22,000,000 
 
19,200,000 

 
21,320,000 

 
 
20,800,000 

 

Price Variance 
K1,188,000 A  

 
Usage Variance 
K400,000 A     

  
 

Rate Variance 
K533,000 A     

 
Efficiency Variance 
K780,000 A     

 
 

Expenditure Variance 
K2,800,000 A  
 

 
Capacity Variance 

K2,120,000 F  
 
Efficiency Variance 

K520,000  A  ______ 

                       

 
 (b) Profit reconciliation 
  

 
Budgeted profit (120,000 x K400) 

+Extra production (10,000 x K400) 
= Budgeted profit for actual production 
Less: Cost variances: 

     Material price                   K1,188,000 A 
     Material usage                  K   400,000 A 

     Labour rate                       K   533,000 A 
     Labour efficiency             K   780,000 A 
     Overhead expenditure      K2,800,000 A 

     Overhead cap                    K2,120,000 F 
     Overhead eff                     K   520,000 A             

= Actual profit 

     K 
48,000,000  

  4,000,000  
52,000,000 
 

 
 

 
 
 

 
  4,101,000 A  

47,899,000     _______    
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(c) It is not sufficient merely to be able to describe and calculate variances.  To make 
variance analysis a useful aid to management, it is necessary to probe and 

investigate the variances and data used to calculate them. Typical of the questions 
which should be asked are the following:                                                    

 
  (i) Is there any relationship between the variances? 

For example, there may be pleasure in observing favourable materials 

price variance caused by purchase of a lot of materials, but if this 
favourable variance is more than offset by adverse usage and labour 

variances caused by the poor quality material, then there is little cause for 
rejoicing.                                                                                            
 

(ii) Can further information than merely the variance be provided for 
management?  It must be remembered that variance analysis is but a 

means to an end.  Management’s task is to find the reasons for the 
variances and to take action to bring operations into line with the plan. 

             

(iii) Is the variance significant and worth reporting?              
 

(iv) Are the variances being reported quickly enough, to the right people, in 
sufficient or too much detail, with explanatory notes?             

 

         

6. (a) (i) Profit statement using marginal costing (stocks valued at marginal cost)  

 
Sales (15,000 x K350) 
Less: Marginal cost of sales: 
Opening stock 
Marginal manufacturing cost (15,000 x K200) 
 
Less closing stock (5,000 x K150) 
 
Variable selling costs (15% of sales = 0.15x5,250,000) 
Contribution  
Less Fixed costs : Production + selling (Note 1) 
Loss 

       K 
 
 
         - 
3,000,000  
3,000,000 
   750,000  
2,250,000 
   787,500  

     K 
5,250,000  
 
      
 
 
 
 
3,037,500  
2,212,500 
2,500,000  
  (287,500) 

_______ 
   Note 1 
 

Calculation of production & selling 
- Fixed production = 360,000 x K50                    =  K18,000,000 
 Monthly fixed cost                                         =    K1,500,000 

 
- Fixed selling, distribution + administration = K12,000,000/12  =   K1,000,000 

          K2,500,000 

  (ii) Profit statement using absorption costing (stocks valued at full production  
   cost at normal output level).  
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Sales (15,000 x K350) 
Less cost of sales: 
     Opening stock 
Manufacturing cost (20,000 x K200) 
 
Less closing stock (5,000 x K200) 
 
Fixed overhead under absorption (10,000 x K50) 
Gross profit 
Less : Variable selling costs 
          Fixed selling costs 
Loss 

       K 
 
 
         - 
4,000,000  
4,000,000 
1,000,000  
3,000,000 
   500,000  
 
   787,500  
1,000,000  

     K 
5,250,000  
 
      
 
 
 
 
3,500,000  
1,750,000 
 
1,787,500  
   (37,500) 

_______ 

 

 
 (b) Reconciliation of profits 

 
Marginal cost result 

Fixed overhead @ K50 per unit carried forward in 5000 units 
Absorption cost result 

      K 
(287,500) 

  250,000 
  (37,500)    

 

By including fixed costs in stock valuation, absorption costing transfers some of 
this period’s fixed costs into next period when they will be charged against the 

revenue derived from the stock carried forward (assuming it is sold).  Marginal 
costing always writes off all fixed costs in the period they are incurred.      

 

   
 (c) (i) Arguments for the use of marginal costing in routine cost accounting: 

 
(1) It is simple to operate. 

 

  (2) No apportionments, which are frequently on arbitrary basis, fixed  
  costs to products or departments.  Many fixed costs are indivisible  

  by their nature e.g. Managing Director’s salary.  
 

(3) Where sales are constant, but production fluctuates (possibly an 

unlikely circumstance) marginal costing shows a constant net 
profit whereas absorption costing shows variable amounts of 

profits. 
 

(4) Under or over absorption of overheads is almost entirely avoided.  

The usual reason for under/over absorption is the inclusion of fixed 
costs into overhead absorption rates and the level of activity being 

different from that planned. 
(5) Fixed costs are incurred on a time basis and do  not relate to 

activity.  Therefore, it is logical to write them off in the period they 

are incurred and this is done using marginal costing.  
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(6) Accounts prepared using marginal costing more nearly approach 

the actual cash flow position. 
 

 

  (ii) Arguments for the use of absorption costing in routine cost accounting: 

  
(1) Fixed costs are a substantial and increasing proportion of costs in 

modern industry.  Production cannot be adhered to without 

incurring fixed costs which thus form an inescapable part of the 
cost of production, so should be included in stock valuations.  

Marginal costing may give the impression that fixed costs are 
somehow divorced from production. 

 

  (2) Where  production  is  constant  but  sales  fluctuate,  net  profit  
   fluctuations are less with absorption costing than with variable  

   costing. 
 

(3) Where stock building is a necessary part of operations, the 

inclusion of fixed costs in stock  valuation is necessary and 
desirable.  Otherwise a series of fictitious losses will be shown in 

earlier periods to be offset eventually by excessive profits when the 
goods are sold. 

 

(4) The calculation of variable cost and the concentration upon 
contribution may lead to the firm setting prices which are below 

total cost although producing some contribution.  Absorption 
costing makes this less likely because of the automatic inclusion of 
fixed charges. 

 
(5) IAS recommends the use of absorption costing for financial accounts 

because costs and revenues must be matched in the period when the 
revenue  arises, not when the costs are incurred. Also it recommends 
that stock valuations must include production overheads incurred in 

the normal course of business even if such overheads are time related, 
i.e. fixed.  The production overheads must be based upon normal 

activity levels. 
 

 

7. (a) Batch processing involves the collection of all transactions up to a specified time 
 into a batch which is then used to update the master file. This form of processing 

 is particularly suitable for the processing of large numbers of s imilar transactions 
 which receive careful checking.                           

On-line processing describes the situation where the user is able to enter 

information directly in a computer for immediate processing.  On-line processing 
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may be associated with fairly low volumes of input from a number of separate 
locations that are linked to a central computer.           

 

 

(b) (i) Features of batch processing 
  

(1) Information held in batch processing files is always out of date, 

since it is only recent as the last time a batch of transactions was 
submitted for processing.                           

 
(2) Transactions are passed to the computer centre for processing by 

specialist computer staff, with output being returned to the user to 

be stored or used at will.                 
 

(3) It is easy to schedule processing at set times and therefore easier to 
organize work on a large computer with many competing users. 

            

 
(4) Batch processing has been declining in use as on- line processing 

 has been installed to enable users to access up-to-date information.  
  

 

 

(ii) Features of on-line processing 

 
(1) No delay in the processing of information, so that output can be 

received back as soon as processing is complete.  

 
(2) Associated with fairly low volumes of input and output from many 

separate locations combining to produce a high level of processing 
at the central computer. 

 

(3) Master files will always be up-to-date and reflect the current state 
of business.   

 
(4) The system will usually enable on- line enquiries to be made to the 

master file, requesting information on customer account balances, 

etc. 
 

(5) It is harder to control the quality of data input, since non-specialist 
users may be entering the data.  
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 (c) Computers are useful in cost accounting because of the following: 
 

(i) Speed 

Relative to manual methods, all aspects of computer operations (except 

the initial manual input of data via the keyboard) take place at very high 
speeds.  Whether the computer is calculating an overhead variance, 

making an entry on a job cost file, or carrying out some other cost 
accounting task, the computer does this in a minute fraction of the time it 
would take manually.  

 
  (ii) Accuracy 

All computers incorporate in-built checking features which ensure, for all 
practical purposes, 100% accuracy in following a program. 

 
  (iii) Filing and retrieval abilities 

Computer files are nowadays invariably maintained on some type of disc 
storage, and the associated software file handling systems, permit the rapid 
updating, amendment, cross-referencing and retrieval of huge volumes of 

data that would be virtually impossible using any manual system. 
 

  (iv) Calculating and decision making capability 

Computer calculating speeds are measured in millionths of a second and 

are the heart of their power.  In computer terms, the calculations required 
for cost accounting purposes are very modest yet these same calculations 
done manually are tedious and time consuming.  

 
Allied to the calculating power of the computer is its ability to test 

different values or conditions and depending on the results, take different 
actions. It is this ability which enables the computer to make decisions and 
makes it qualitatively different from other machines.  

 
  (v) Input and output facilities  

   Computers can read and search files, print results or display information  
   on VDUs at very high speeds. 

   

E N D  


