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INSTRUCTIONS

1. Do not write anything on this question paper.

2.

Answer Questions ONE and any other THREE Questions

QUESTION ONE (COMPULSORY) (25 MARKS)

a)

b)

)

d)

Explain the reasons for keeping inventories within an organization.

(5 marks)
Discuss any four methods that can be used by a firm embracing cost-
flow inventory valuation system (8 marks)
Neno enterprises is a new retail store established for selling First Moving
Consumer Goods (FMCG). The proprietor of Neno enterprises approaches
you as an inventory accountant to seek advice on which model to adopt
in regards to inventory replenishment. Discuss three possible strategies
that can be adopted by Neno enterprises to maintain an optimum level of
inventories. (6 marks)
Describe any three types of inventories kept by a business in a normal

trading cycle. (6 marks)
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QUESTION TWO (15 Marks)

a) The Suera Company Ltd. has just completed a physical inventory count at
year end, December 31, 2022. Only the items on the shelves, in storage, and
in the receiving area were counted and costed on the FIFO basis. The
inventory amounted to Ksh. 8,000,000. During the audit, the independent
inventory accountant discovered the following additional information:

i.) There were goods in transit on December 31, 2022, from a supplier
with terms FOB destination, costing Ksh.1,000,000. Because the
goods had not arrived, they were excluded from the physical
inventory count.

ii.) On December 27, 2022, a regular customer purchased goods for
cash amounting to Ksh.100,000 and had them shipped to a bonded
warehouse for temporary storage on December 28, 2022. The goods
were shipped via common carrier with terms FOB shipping point.
The customer picked the goods up from the warehouse on January
4, 2023. Suera Company had paid Ksh.50,000 for the goods and,
because they were in storage, Suera included them in the physical
inventory count.

iii.) Suera Company Ltd., on the date of the inventory, received notice
from a supplier that goods ordered earlier, at a cost of Ksh. 400,000,
had been delivered to the transportation company on December 28,
2022; the terms were FOB shipping point. Because the shipment
had not arrived on December 31, 2022, it was excluded from the
physical inventory.

iv.) On December 31, 2022, there were goods in transit to customers,
with terms FOB shipping point, amounting to Ksh. 80,000 (expected
delivery on January 8, 2023). Because the goods had been shipped,

they were excluded from the physical inventory count.
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v.) On December 31, 2022, Suera Company Ltd. shipped Ksh. 250,000
worth of goods to a customer, FOB destination. The goods arrived on
January 5, 2023. Because the goods were not on hand, they were
not included in the physical inventory count.

vi.)Suera Company Ltd., as the consignee, had goods on consignment
that cost Ksh. 300,000. Because these goods were on hand as of
December 31, 2022, they were included in the physical inventory

count.
Required,;

Analyze the above information and calculate a corrected amount for the ending

inventory. Explain the basis for your treatment of each item. (9 marks)

b) Identify and discuss any three strategies which, if adopted, will help reduce

stock holding costs for a business. (6 marks)
QUESTION THREE (15 MARKS)

a) Suppose you are in charge of the inventory management at DenWill Ltd.,
would you convince the management to make a decision to hold
inventory or not. Justify your argument. (7 marks).

b) Identify and discuss any four inventory holding costs (8 marks)
QUESTION FOUR (15 MARKS)

a) Fremonya Ltd. are retailers who sell ceramic tiles. During the months of
July to September 2023, there were price fluctuations. Due to this problem
the company had to adjust its selling prices.The following transactions took
place during the period.

3July Opening stock was 5,000 tiles valued at Sh.825,000.

10July Orders placed with the company increased, so extra
tiles had to beobtained from Mombasa. Therefore,
22,000 tiles were purchased at a cost Sh140 each but

in addition, there was a freight and insurance charge of
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Sh 5 per tile.

31July During the month 20,000 tiles were sold at a price of
Sh.220each.
4 August A new batch of 14,000 tiles was purchased at a cost of

Sh175 per tile.

30 August The sales for the month of August were14,000 tiles at
a selling price of Sh230 each.

1 September A further 24,000 tiles were purchased at
a cost of Sh195 each.

30 September 27,000 tiles were sold during September
at price of Sh. 240 each.

Fremonya Ltd. keeps a cost flow inventory system following the FIFO basis.

Required:
A stores ledger account using first-in-first-out method and showing
stock values at 30 September 2023. (10 marks)
c) An organisation can use ABC analysis as a way of classifying its existing

inventory. Explain how the ABC can be applied. (5 marks)
QUESTION FIVE (15 MARKS)

a) Danya Ltd. is general supplier for stationery. It buys computers from a
manufacturer and sells to retailer XYZ. The demand is 2000 computers
annually, Ordering cost per order Ksh. 2000, Carrying (or holding) cost per
computer per year issh.100, and Purchase cost per unit is ksh1000.

Determine the EOQ? (10 marks)

b) Explain the concept of Reorder Point (5 marks)
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