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QUESTION 1 
 
Kerrigan Ltd makes and sells product A. The current selling price is £11 and the total of variable costs per unit is £6. The fixed costs of production are £350,000 and the company currently sells 75,000 units. 
 
Required: 
 
(a) Calculate the break-even point (in units and revenues) of product A for Kerrigan Ltd.                                                                       [10 marks] 

CONTRIBUTION=11-6=5
BREAK-EVEN POINT=350.000/5=70.000
 

(b) Calculate the profit made on sales of 75,000 units.    
(75.000-70.000)*=25.000     

(c) The company will make an advertising campaign costs £10,000 and will improve the product specifications, which will increase the variable cost per unit by £1. This is expected to allow the company to increase the selling price to £13 and the sales is expected to be 
80,000 unites.  Calculate the new profit figure for the improved 
	product.       	 	 	 	 	 	         [15 marks] 
              
                   FC 350.000+10.000=360.000
                 VC:6+1=7
                 S.P:13-7=6
                NEW SALES:75.000
(d) Discuss the limitations of break-even analysis.                    [15 marks] 
 
 
QUESTION 2 
 
(a) Discuss the importance of management accounting, and how it differs from what financial accounting provides.                                                
[25 marks] 

Management accounting is the process of identifying, analyzing and interpreting financial and non-financial information that helps in decision making. Management accounting goes beyond the financial position of an organization and focus on forecasting and the long-term decisions (Apostolides, 2016). It provides key insights that help the management to make key decisions by providing a wealth of financial and statistical information. It helps the management to achieve its functions of planning and organizing. 
One key role of management accounting is to help managers make pricing decisions and reviewing performance of a product. This is done by providing the necessary information regarding costs, market factors and profitability of the product. It is also important in reviewing the performance of the current products by providing all the financial and business statistics to decide which products are profitable. This helps the management to decide on the remedies if the product is not performing well. The metrics provided are valuable in understanding how previous decisions affected the profitability of the product (Apostolides, 2016). 
It is also important when an organization is looking to launch a new product. Management accountants will provide a detailed breakdown of product capabilities and the market factors to enable the management to plan for the new product by setting prices and quantity. 
It also plays a crucial role in staffing an organization. hiring new staff and setting wages is an important function of management. Management accounting enables an organization to determine the wage structure and the expected returns on investing in the new personnel. 
Management accounting differs from financial accounting. Management accounting uses financial information to budget, set prices and determine production costs. Financial accounting is a measure of the financial performance of an organization by using standard conventions to prepare financial reports. This information is also used by people who may have an interest in the organization such as investors, suppliers and creditors. However, management accounting information is used internally to help in decision making. 

 
(b) Discuss three techniques by which the management accountant can 
achieve the objectives of management accounting.                                   [25 marks] 

 Management accounting relies on a variety of techniques to achieve its goals. Some of these are:
Margin Analysis
Margin analysis involves examination how marginal manipulation of comprising valuables affect the outcome. It examines the results of small changes and how they affect the business as a whole. When faced with an investment decision, an organization will rely on margin analysis to analyze the associated costs and benefits to determine which option has higher benefits (Stengel, 2011). Marginal analysis is a fundamental and essential technique in calculating the breakeven point to determine optimal price and products for the products. 
Forecasting 
This is the process of using current and historical data to predict the future of a certain organization element. It is very crucial form planning decisions. An organization relies on this information to estimate and plan for costs and sales before they are incurred. This helps the organization to cope with uncertainty in the future by examining historical data and trends (Apostolides, 2016). The management is able to plan their next move and create a budget to offset any uncertainties. 
Capital budgeting 
Also known as investment appraisal, capital budgeting is the process of evaluating any project a firm want to undertake or invest in. Before approving any major project, an organization must consider the projected cash inflows and outflows to determine the potential returns of the investment. In most situations, a firm will undertake any opportunity that improves its value and profits. However, due to limited resources, management relies on capital budgeting to determine the project with highest yield over a given period. Net present value and internal rate of return are some of the determinants that a firm must consider in making capital expenditures decisions (Peterson & Fabozzi, 2004). 
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