
  

                                                   QUESTIONS 
 
  
 
NUMBER  ONE 

(a) Marwyck Ltd. produces a designer perfume called “Hint of Elegance.”  
Production of the perfume involves the use of two ingredients, X1 and 
X2 represented by the production function given below: 

 

 Y = 21XX  

 
 Where Y = Number of bottles of designer perfume produced. 
            X1 = Units of ingredient 1. 
            X2 = Units of ingredient 2. 
 
 Currently, the company is operating at a level where the daily usage of X1 

and X2 is set at 250 units and 360 units respectively. 
 
 The price of the designer perfume and the cost of ingredients X1 and X2 

are random variables.  The data below relate to the three random 
variables. 

 
Selling price of Y (per 
bottle) 

Probabilities 

Shs.  
4,000 0.15 
4,500 0.35 
5,000 0.20 
5,500 0.30 

 
Cost of ingredient X1 Probabilities 
Shs.  
1,000 0.10 
1,500 0.05 
2,000 0.35 
2,500 0.50 

 
Cost of ingredient X2 Probabilities 
Shs.  
1,500 0.20 
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2,000 0.25 
2,500 0.15 
3,000 0.40 

 
 Required: 
 (i) Calculate the daily expected profit of the company. (5 marks) 
 (ii) Simulate the company‟s profit for 10 days using the following 

random  
numbers: 

  58, 71, 96, 30, 24, 18, 46, 23, 34, 27, 85, 13, 99, 24, 44, 49, 
  18, 09, 79, 49, 74, 16, 32, 23, 02, 56, 88, 87, 59, 41, 06 (8 

marks) 
 
(b) Trienen Manufacturers Ltd. produces component X on machine Y at a 

rate of 4,000 units per month.  Machine Z uses component X at the rate 
of 1,000 units per month, the remainder being put into stock.  It costs 
Shs. 2,000 to set up machine Y while the stock holding cost is estimated 
at Shs. 2.50 per unit per annum plus a 20% opportunity cost of capital 
per annum.  Each component costs Shs. 25 to produce. 

 
 Required: 

(i) Compute the optimal batch size that should be produced using 
machine Y. 

(3 marks) 
(ii) Assume that the actual set-up cost of machine Y is Shs. 1,000 

instead of Shs. 2,000.  Calculate the cost of prediction error. 
 (4 marks) 

(Total: 20 marks) 
 
NUMBER  TWO 

Ditox Ltd. is a manufacturing company with two divisions; A and B.  Division 
A manufactures a single standard product X, some of which is sold externally 
and the remainder used as an input in division B in the manufacture of product 
Y. 
 
The unit production costs of product K are given below: 
 Shs. 
Direct material 40 
Direct labour 20 
Direct expense 20 

www.kenyanexams.com

http://kenyanexams.com


  

Variable manufacturing overheads 20 
Fixed manufacturing overheads 40 
Selling and packaging expenses 
(variable) 

 10 

 150 
 
Annually, 10,000 units of product X are sold externally at a price of Shs. 300 
per unit and 5,000 units are transferred to division B at an internal transfer 
price of Shs. 290 arrive at by deducting the selling and packaging expense from 
the external price of Shs. 300 which is not incurred for products transferred 
internally. 
 
The unit production cost for product Y which uses product X as an input is 

given below: 
 Shs. 
Cost of internally transferred products from division A to 
division B 

290 

Direct material 230 
Direct labour 30 
Variable overheads 120 
Fixed overheads 120 
Selling and packaging expenses (variable)  10 
 800 
 
The manager of division B has disagreed with the basis used in arriving at the 
transfer price.  He argues that the transfer price should be arrived at by 
charging the variable cost plus an agreed mark-up.  He also claims that division 
A would not be in a position to externally sell the extra units that are 
transferred to division B at the price of Shs. 300. 
 
A survey on the relationship between the selling price and demand for each 
division was carried out by the company‟s Sales Director.  The results are 
shown in the table below: 
 

Division A Selling price (Shs.) 200 300 400 

Demand (units) 15,000 10,000 5,000 

Division B Selling price (Shs.) 800 900 1,000 

Demand (units) 7,200 5,000 2,800 
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The manager of division B suggests that based on the above results, a transfer 
price of Shs. 120 would offer division A a reasonable contribution towards its 
fixed cost and earn division B a reasonable profit.  This would lead to an 
increase in the output and overall profitability of the company. 
 
Required: 
(a) Calculate the effect of the existing transfer pricing system on the 
company‟s profits. 
         (12 marks) 
(b) Calculate the effect of adopting the transfer price of Shs. 120 on the 

company‟s profits.        (8 
marks) 
(NB: use the results of the Sales Director‟s survey in your calculations).   

(Total: 20 marks) 
 
NUMBER  THREE 

(a) Explain the applications of the learning curve.   (4 marks) 
(b) Swaff  Marine Ltd., a boat construction company, has developed a new 

type of speed boat called “Speed Surf.” 
 
 The following information has been availed to you: 

1. Boat construction is a continuous assembling process carried out at 
the company‟s yard. 

2. Boat assembling is labour intensive involving the use of two classes 
of labour namely: 

 Skilled labour at a standard rate of Shs. 1,250 per hour. 

 Semi-skilled labour at a standard rate of Shs. 950 per hour. 
3. Experience on boat construction from other models indicates that 

the use of skilled labour is associated with an 80% learning curve 
effect whereas use of semi-skilled labour is associated with a 90% 
learning curve effect. 

4. Labour usage for the first speed boat assembled was as follows: 

 Skilled labour – 952 hours. 

 Semi-skilled labour – 650 hours. 
5. In October 2005, the sixth and the seventh speed boats were 

assembled from start to finish.  During the month, the following 
labour usage and costs were recorded: 

 Skilled labour – 680 hours at a total cost of Shs. 800,400. 
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 Semi-skilled labour – 1,256 hours at a total cost of Shs. 
1,281,200. 

 
The management of Swaff Marine Ltd. is concerned about the cost 
variances and would like to learn more on the composition of the 
variances. 
 
Required: 
(i) Calculate the standard labour cost of the month of October 2005.  

(3 marks) 
(ii) Reconcile the standard cost with the actual cost for the month of 

October 2005 showing the labour rate and labour efficiency 
variances.   (5 marks) 

(iii) Express the labour efficiency variance in terms of labour mix and 
labour output variances. (Value the labour mix variances using 
standard rates).       (8 
marks) 

 
NB: The value of b in the formula for the learning curve is -0.322 for 

an 80% learning rate and -0.152 for a 90% learning rate. (Total: 
20 marks) 

 
 
 
NUMBER   FOUR 

Mathai  Mission Hospital operates on charity basis.  The hospital‟s board of 
directors has recently complained about the increasing size of the cost budget 
insisting that the management should cut down on costs. 
 
The major concern of the board is the cost of maintaining patients at the 
intensive care unit (ICU). 
 
The following information is available on the operations of the hospital: 
1. The average cost of maintaining a patient at the ICU per week is Shs. 

200,000 compared to Shs. 100,000 per week incurred in maintaining a 
patient at the high dependency unit (HDU) and Shs. 50,000 per week of 
maintaining a patient at the general ward (GW). 

2. Past information on patients indicates that: 
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(i) 50% of the patients in ICU at the beginning of the week will 
remain in ICU at the end of the week and 50% will be transferred 
to HDU by the end of the week. 

(ii) 10% of the patients in HDU at the beginning of the week will be 
transferred to ICU, 50% will remain in HDU, and 40% will be 
transferred to GW. 

(iii) 85% of the patients in the GW at the beginning of the week will 
remain in GW at the end of the week, 10% will be transferred to 
HDU and 5% to ICU. 

3. The board of directors believe that the criteria for maintaining patients in 
the ICU is too strict and should be relaxed so that only 40% of the patients 
in ICU at the beginning of the week remain there at the end of the week 
while 60% are transferred to HDU. 

4. The staff at the hospital insist that if the proposed criterion is adopted: 
(i) 20% of patients in HDU at the beginning of the week will be 

transferred to ICU, 50% will remain in HDU while only 30% will 
be transferred to GW. 

(ii) No changes will be expected in the GW. 
5. Past hospital records indicate that the hospital serves an average of 4,000 

patients weekly. 
 
Required: 
(a) The steady state weekly costs under the current policy.  (7 

marks) 
(b) The steady state weekly costs under the proposed policy.  (7 

marks) 
(c) Advise the board on the best policy.    (2 marks) 
(d) State the assumptions of the quantitative technique used in solving 

problems (a) and (b) above.      
 (4 marks) 

(Total: 20 marks) 
 
NUMBER  FIVE 

(a) Highlight the assumptions of cost-volume-profit (C-V-P) analysis, (4 
marks) 
 
(b) Highlife Club is a charitable organization based in Nairobi.  For the last 

20 years, the club has held an annual dinner and dance event with the 
primary aim of raising funds to help the less fortune members of the 
society. 
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 This year, there is concern that an economic recession may adversely 

affect the success of the event with a fall in the number of guests 
attending and sale of advertising space in the published events 
programme. 

 
 A study of past experience, current prices and quotations shows that the 

following costs and revenues will apply for the event: 
 
 Revenue 

 Dinner and dance 
Sale of dinner and dance tickets: Shs. 5,000 per ticket. 
Sale of raffle tickets: Shs. 800 per ticket. 
Photographs: Shs. 100 per photograph. 
 

 Events programmer 
Advertising space: Shs. 70,000 per page. 
 
Costs 

 Dinner and dance     Shs. 
Hire of premises      210,000 
Music band and entertainers    840,000 
Raffle prizes      790,000 
Hire of a photographer       50,000 
Food per person (subject to a minimum of 4,000 guests)    2,400 

 

 Events programme 
A fixed cost of Shs. 4,000,000 and a variable cost of Shs. 5,000 per page. 
 
A committee appointed to assess the likely outcome of the event has 
come up with the following data from the club‟s records: 
 
Number of tickets 
sold 

Number of past 
events 

2,500 to 3,500 4 
3,501 to 4,500 6 
4,501 to 5,500 8 
5,501 to 6,500 2 
 20 
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Number of events 
programme pages 
sold 

Number of past 
events 

240 4 
320 8 
400 6 
480 2 
 20 

 
Required: 
(i) The expected profit from the event.  (Assume one raffle ticket 

and one photograph per attendant).    (10 
marks) 

(ii) Describe how cost-volume-profit (C-V-P) analysis can be applied 
in absorption costing.     (6 marks) 

       (Total: 20 marks) 
 

 

 
 
 
 
                                               ANSWERS 
 

 

NUMBER  ONE 

(a) (i) Let P = Selling price per bottle 
  C1 = Cost of ingredient 1 
  C2 = Cost of ingredient 2 

  Amount Produced daily = 250x360  

     = 300 units 
 
  Profit = 300P – (250X1 + 360X2) 
  Expected selling price 
  4000 x 0.15 + 4,500 x 0.35 + 5,000 x 0.20 + 5,500 x 0.3 
  = Shs. 4,825 
 
 Expected cost of ingredient 1 
 1000 x 0.1 + 1,500 x 0.05 + 2,000 x 0.35 +2,500 x 0.5 
 = Shs. 2,125 
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 Expected cost of ingredient 2 
 1500 x 0.20 + 2,000 x 0.25 + 2,500 x 0.15 + 3,000 x 0.4 
 = Shs. 2,375 
 
 Expected daily profit = (300 x 4825) – [(2,125 x 250) + (360 x 2,375)] 
    = 1,447,500 – 1,386,250 
    = Shs. 61,250 
 
(ii) Selling 
 

Price Shs. Probs. Cum Probs. RN-
Ranges 

4,000 0.15 0.15 01 – 15 
4,500 0.35 0.50 16 – 50 
5,000 0.20 0.70 51 – 70 
5,500 0.30 1.00 71 - 00 

 
 Cost, ingredient 1 
 

Sh. Probs. Cum Probs. RN-
Ranges 

1,000 0.10 0.10 01 – 10 
1,500 0.05 0.15 11 – 15 
2,000 0.35 0.50 16 – 50 
2,500 0.50 1.00 51 - 00 
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 Cost, ingredient 2 
 

Shs. Probs. Cum Probs. RN-Ranges 
1,500 0.20 0.20 01 – 20 
2,000 0.25 0.45 21 – 45 
2,500 0.15 0.60 46 – 60 
3,000 0.40 1.00 61 - 00 
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Da
y 

R
N 

Selli
ng 
Price 

Uni
ts 

Total 
Revenu
e 

RN Cost 
X1 

Unit
s 

Total 
Cost 
X1 

R
N 

Cost 
X2 

Unit
s 

Total 
Cost  
X1 + X2 

Total 
Cost  
X1 + X2 

Daily 
Profit 

  Shs.  Shs. 
‘000’ 

   Shs. 
‘000’ 

 Shs.  Shs. 
‘000’ 

Shs. 
‘000’ 

Shs. 
‘000’ 

1 58 5,000 300 1,500 71 2,500 250 625 96 3,000 360 1,080 1,705 (205) 
2 30 4,500 300 1,350 24 2,000 250 500 18 1,500 360 540 1,040 310 
3 46 4,500 300 1,350 23 2,000 250 500 34 2,000 360 720 1,220 130 
4 27 4,500 300 1,350 85 2,500 250 625 13 1,500 360 540 1,165 185 
5 99 5,500 300 1,650 24 2,000 250 500 44 2,000 360 720 1,220 430 
6 49 4,500 300 1,350 18 2,000 250 500 09 1,500 360 540 1,040 310 
7 79 5,500 300 1,650 49 2,000 250 500 74 3,000 360 1,080 1,580 70 
8 16 4,500 300 1,350 32 2,000 250 500 23 2,000 360 720 1,220 130 
9 02 4,000 300 1,200 56 2,500 250 625 88 3,000 360 1,080 1,705 (505) 
10 87 5,500 300 1,650 59 2,500 250 625 41 2,000 360 720 1,345   305 
              1,160 

Average Daily Profit = 
10

1,160,000
 

 
   = Shs. 116,000 
 

(b) EBQ = 
DP

P

C

2D


x

h

Co.  

 

   
1200048000

48000
x

7.5

,0002x12,000x2
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  = 2921.19 or 2921 units 
  Where P is production rate 
  D is usage rate 
  Ch = 2.50 + (20% x 25) 
   = Shs. 7.5 
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(ii) Optimal EBQ = 








 1200048000

48000

7.5

002x12000x10
 

 
   = 2065.59 = 2066 units 
 

 TRC incurred = 
  

x7.5
48000

12000480002921
2
1

2921

)12000(1000 
  

   = Sh. 12323.49 
 

 TRC Optimal = 
    

x7.5
48000

12000480002066
2
1

2066

100012000 
  

 
   = 11618.95 
 
 Cost of production error = 12323.49 – 11618.95 
    = Shs. 704.54 
 
NUMBER  TWO 

(a) The variable cost per unit of output for sales outside the company are Shs. 110 
for the intermediate product and Shs. 490 (i.e. 100 A + 390 B) for the final 
product.  It is assumed that the company has sufficient capacity to meet 
demand at the various selling prices. 

 
 Optimal output of intermediate product for sale on external market. 
 

Selling price (Sh) 200 300 400 
Unit contribution (Sh) 90 190 290 
Demand in units 15,000 10,000 5,000 
Total contribution (Sh) 1,350,000 1,900,000 1,450,000 

 
 Optimal output is 10,000 units at a selling price of Sh. 300. 
 
 Optimal output for final product 
 

Selling price (Sh) 800 900 400 
Unit contribution (Sh) 310 410 510 
Demand in units 7,200 5,000 2,800 
Total contribution (Sh) 2,232,000 2,050,000 1,428,000 

 
 Optimal output is 7,200 units at a selling price of Shs. 800. 
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 Optimal output of Division B based on a transfer price of Sh. 290. 
 
 Division B will regard the transfer price as a variable cost.  Therefore total 

variable cost per unit will be Sh. 680 (Sh. 290 + 390) and Division B will 
calculate the following contributions: 

 
Selling price (Shs.) 800 900 1,000 
Unit contribution (Shs.) 120 220 320 
Demand in units 7,200 5,000 2,800 
Total contribution 
(Shs.) 

864,000 1,100,000 896,000 

 
 The manager of Division B will choose an output level of 5,000 units at a 

selling price of Sh. 900. 
 
 This is sub-optimal for the company as a whole.  Profits for the company as a 

whole for the sale of the final product are reduced from Shs. 2,232,000 (7,200 
units) to Shs. 2,050,000 (5,000 units).  The Shs. 2,050,000 profit will be 
allocated as follows; 

 
 Division A = Shs. 950,000 (5,000(290-100) 
 Division B = Shs. 1,100,000. 
 
(b) At a transfer price of Shs. 120, the variable cost per unit produced in Division 

B will be Sh. 510 (Shs. 120 + 390). 
 
 Division B will calculate the following contributions. 
 

Selling price (Sh) 800 900 1,000 
Unit contribution (Sh) 290 390 490 
Demand (units) 7,200 5,000 2,800 
Total contribution 
(Sh) 

2,088,000 1,950,000 1,372,00 

 
 The manager of Division B will choose an optimal level of 7,200 units and a 

selling price of Sh. 800.  This is the optimal output level for the company as a 
whole.  Division A would obtain a contribution of Sh. 144,000 (7,200 x (120 – 
100)) from internal transfers of the intermediate product, whereas division B 
will obtain a contribution of 2,088,000 from converting the intermediate 
product and selling a final product. 
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 The total contribution for the company as a whole would be Sh. 2,232,000.  

Note that Division A would also earn a contribution of Shs. 1,900,000 from the 
sale of intermediate product to external market. 

 
NUMBER  THREE 

(a) Pricing decisions 
 The learning curve theory is used in cost prediction to enable quotations to be 

prepared for potential orders. 
 
 Work scheduling 
 Learning curve enables firms predict the required inputs more effectively and 

this enables production of more accurate delivery schedules. 
 
 Standard setting 
 In order to set proper standards that will not be easily achieved in future the 

learning curve is taken into consideration. 
 
(b) (i) Skilled labour: 952 hours: Y = 052X0.678 (Total) 
  Semi skilled 650 hours: Y = 650X0.848 (Total) 
  Labour hours for 6th and 7th boat: 
  Skilled: 952 (7)0.678 – 952(5)0.678 = 726.4 hours 
  Semi skilled 650(7)0.848 – 650 (5)0.848 = 840.3 hours 
  Standard labour cost of boats assembled in June i.e. (six and seventh) 
  Skilled:  726.4 x 1250 = 908,000 
  Semi skilled: 840.3 x 950 = 798,285 
                1,706,285 
 
(b) (ii) Reconciliation 
  Standard Labour Cost     1,706,285 
  Labour rate variance 
  Skilled: 800,400 – 680 x 1,250  49,600F 
  Semi skilled: 1,281,200 – 1,256 x 950 88,000A  384,000A 
  Labour efficiency 
  Skilled: 1,250 (680 – 726.4)  58,000F 
  Semi skilled: 950(1,256 – 840.3)  394,915A 336,915A 
  Actual labour cost (800,400 - 1,281,200)   2,082,600 
 
 (iii) Labour Mix variance = SR (Actual Mix – Std mix) 
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  Skilled: 1250 










 1256)x(680

840.3726.4

726.4
680  = 272,032 F 

  Semi Skilled: 950 










 1256)x(680

840.3726.4

840.3
1256 = 206,745 A 

         ________ 
  Total labour mix variance   =    65,287 F 
 
  Labour output variance = Std. labour cost (Actual output – std. output) 
 

  Std. cost per labour cost = 
2

1,706,285
= 853142.5 

 

  Std. output = (1936 ÷ 2.4714
2

840.3)726.4(6



 

 
  Labour output variance = 853,142.5 (2-2.4714) 
     = 402,171 A 
 
  Labour efficiency variance = Labour Mix + Labour output 
       = 65,287 F + 402,171 A 
       = 336,884 A 
 
NUMBER  FOUR 

 
(a) T = 
 
 
 
 
 
 Let X  = long run share of ICU Patients 
       Y  = long run share of HDU Patients 
       I – X – Y = long run share of ICU GP patients 

 ICU HDU GW 

ICU 0.5 0.5 - 

HDU 0.1 0.5 0.4 

GW 0.05 0.1 0.85 
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 [X Y I – X –  = [X, Y, 1-X-Y] 
 
 
 
 
 0.5x + 0.1y + 0.05 (1-x-y) = x 
 0.5x + 0.1y + 0.05 – 0.05x – 0.05y = x 
 - 0.55x + 0.05y = - 0.05………….. (1) 
 
 0.5x + 0.5y + 0.1 (1-x-y) = y 
 0.5x + 0.5y + 0.1 – 0.1x – 0.1y = y 
 0.4x – 0.6y = -0.1…………………(2) 
 
 - 0.55x + 0.05y = - 0.05…………. x 12 
 0.4x – 0.6y = 0.1 
 
 - 6.6x + 0.6y = -0.6 
 0.4x – 0.6y = - 0.1 
 - 6.2x      = - 0.7 
 

  x = 
6.2

0.7
 

   = 0.1129 
 
 - 0.55 (0.1129) + 0.05y = - 0.05 
   Y = 0.2419 
 
 1xy = 1 0.1120  0.240 
        = 0.6452 
 
 Long run percentages are: 
 
 ICU  11.29% 
 HDU  24.19% 
 GW  64.55% 
 
 Long run weekly costs 
      Shs. „000‟ 
 ICU: 11.29% x 4000 x 200,000      9,032 
 HDU: 24.19% x 4000 x 100,000    96,760 

0.5 0.5 - 

0.1 0.5 0.4 

0.05 0.1 0.85 
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 GW: 64.52% x 4000 x 50,000  129,040 
      234,832 
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 (b) T =  
 
 
 
 
 
 
 
 [x, y, 1-x-y]  
 
   = [x, y, 1-x-y] 
 
 
 
 0.4x + 0.2y + 0.05 (1-x-y) = x 
 0.4x + 0.2y + 0.05 – 0.05x – 0.05y = x 
 - 0.65x + 0.15y = - 0.05……….. (1) 
 
 0.6x + 0.5y + 0.1 (1-x-y) = y 
 0.6x + 0.5y + 0.1 – 0.1x – 0.1y = y 
 0.5x + 0.6y = -0.1 
 
 0.65x + 0.15y = - 0.05………….. x 4 
 0.5 x – 0.6y = - 0.1 
 
 - 2.6x + 0.6y = - 0.2 
 0.5x + 0.6y = - 0.1 
 -2.1x       = - 0.3 
 

  x = 
1.2

3.0
 

   = 0.1429 
 
 - 0.5 (0.1429) – 0.6y = - 0.1 
 0.07145 – 0.6y = - 0.1 
   y = 0.28575 
 
 1 – 0.1429 – 0.2858 = 0.5713 
  = 0.6452 
 

 ICU HDU GW 

ICU 0.4 0.6 - 

HDU 0.2 0.5 0.3 

GW 0.05 0.1 0.85 

0.4 0.6 - 

0.2 0.5 0.3 

0.05 0.1 0.85 
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 Steady State percentages: 
 
 ICU  14.29% 
 HDU  28.58% 
 GW  57.13% 
 
 Steady state weekly costs 
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 ICU: 14.29% x 4000 x 200000  114,320 
 HDU: 28.58% x 4000 x 100000  114,320 
 GW: 57.13% x 4000 x 50000  114,260 
      342,900 
 
(c) Decision: The hospital should not adopt the proposal of the board of 

governors because the proposal will increase long run costs by: 
 
  Shs. 342,900 – 316,120 
  = Shs. 108,068 (000) 
  = Shs. 108,068,000 
 
(d) Assumptions of Markov Analysis 

(i) There is a finite number of possible states. 
(ii) Transition matrix remains constant. 
(iii) The size and make up of the Markov system does not change. 
(iv) A future state of nature can be predicted given the current state and the 

transition matrix. 
(v) The various states of nature are assumed to be mutually exclusive and 

collectively exhaustive. 
 
NUMBER  FIVE 

(a) Assumptions of C-V-P 

 It assumes a single product or a constant sales mix. 

 It assumes that the total cost and total revenue functions are linear. 

 The C-V-P analysis applies to the relevant range only. 

 It assumes that all other variables remain constant other than the one on 
consideration. 

 It assumes that costs can be accurately divided into fixed and variable 
elements. 

 The C-V-P analysis applies only in the short-run. 

 The C-V-P analysis assumes all costs to be variable in calculation of profits 
for the period. 

 It assumes a fixed complexity related costs. 
 
(b) Revenue per person: 5000 + 800 + 100 = Shs. 5900 
 
 Fixed costs = 210,000 + 840,000 + 50,000 + 790,000 = Shs. 1,890,000 
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 Average no. of people 
 

Mid points Probability 
3000 0.2 
4000 0.3 
5000 0.4 
6000 0.1 
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Profit from dinner and dance: 
 

No. 
of 
peopl
e 

Reve
nue 

Food 
Costs 

Fixed 
costs 

Total 
costs 

Profi
t 

Probabil
ity 

Expect
ed 
profit 

 Shs. 
‘000’ 

Shs. 
‘000’ 

Shs. 
‘000’ 

Shs. 
‘000’ 

Shs. 
‘000’ 

 Shs. 
‘000’ 

3,000 17,70
0 

9,600 1,890 11,49
0 

6,210 0.2 1,242 

4,000 23,60
0 

9,600 1,890 11,49
0 

12,11
0 

0.3 3,633 

5,000 29,50
0 

12,00
0 

1,890 13,89
0 

15,61
0 

0.4 6,244 

6,000 35,40
0 

14,40
0 

1,890 16,29
0 

19,11
0 

0.1  1,911 

Total expected profit from dinner and dance  13,030 
 
 Profit from the programme 
 

Pages Probabilities 
  
240 0.2 
320 0.4 
400 0.3 
480 0.1_ 
 1.00 

 
Pages Revenue Costs Profit Probability Expected 

profit 
 Sh. ‘000’ Sh. ‘000’ Sh. 

‘000’ 
Sh. ‘000’ Sh. ‘000’ 

240 16,800 5,200 11,600 0.2 2,320 
320 22,400 5,600 16,800 0.4 6,720 
400 28,000 6,000 22,000 0.3 6,600 
480 33,600 6,400 27,200 0.1  2,720 
Total Profit from the programme  18,360 

 
 Expected profit = 13,030,000 + 18,360,000 
   = Shs. 31,390,000. 
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