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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] 
 
(b) Calculate the profit made on sales of 75,000 units.           [10 marks] 
 
 
(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] 
 
(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] 
 
(b) Discuss three techniques by which the management accountant can 
achieve the objectives of management accounting.                                   [25 marks] 
 
 
 
 QUESTION 1 
A)  Selling price £11
Var cost £6
Fixed cost £350,000
Units 75,000

Fixed cost = 350,000/75,000=4,666667
Fixed cost per unit = £4,76
Break even Point = fix.cost/(sales-var.cost)

Break even point = 4.67/(11-6)= 4.67/5
Break even point = 0.934 per unit

Break even Point = 350,000/(11x75,000)-(6x75,000)=0.9333
BEP = 0.9333

B) Selling price £11
Total costs =6+4.67=10.67
Profit per unit = 11-10.67=0.33
Profit for £75,000 sales=75,000x0.33= 24,750

C) Advert £10,000
Var cost+1=7
Selling price £13
Sales 80,000

New profit = 13-(10.67+1.00)
New profit = 13-11.67
New profit = 1.33 per unit

Total profit n=80,000x1.33=106,400
Profit increase by:
106,400-24,750=81,650
D) Breakeven analysis has its limitations.
Unrealistic assumptions - goods are not sold at the same price at various levels of production; fixed costs do fluctuate when output levels change; and fixed costs do not remain constant when output levels change.


Sales are unlikely to be the same as output — there may be some stockpiling of supplies or wasteful production as a result.



Variable expenses do not necessarily remain the same from one year to the next. Because of the increasing volume of production, the company could gain purchasing power, which would allow it to purchase inputs at cheaper costs and decrease variable cost per unit produced.



Because most companies offer more than one product, calculating the break-even point for the company becomes more difficult.



In contrast to being a decision-making tool, break-even analysis should be seen as a planning help rather than a decision-making instrument.




QUESTION 2 
A) If it hasn't already been apparent, management accounting may be a very useful instrument for your company's operations. The reason why it is essential is that it assists you as a company owner in making informed choices on critical issues such as those involving:

1. Conducting product evaluations
If you are evaluating your existing product line, management accounting will give you with all of the financial and business-critical data you will need to assist you determine which products are lucrative, which are not, and how to make the necessary changes to make them more profitable. Furthermore, it may offer you with important data for determining how choices you make have impacted the profitability of a certain product.


2. Introducing new goods to the market
Management accounting is even more critical if you are planning to introduce new goods to the market. With a comprehensive analysis of manufacturing capacities as well as an accurate image of the whole market, it can assist at every step of the process, from original planning to final implementation. This is essential for determining how much you will charge for a new product, the quantities of goods you will produce, and whether or not it is worthwhile to hire more employees to assist with delivery.

3. Recruiting and retaining employees
Another area in which management accounting may be very beneficial is in the field of staffing. Making decisions about recruiting new employees and establishing pay may be a major source of stress. Accountants that specialise in management accounting can assist you in making the best choice for your company by determining how much you can afford to spend on staffing and what kind of returns you can anticipate on your investment in people.



Management accounting will be important in determining what you will retain in-house and what you will outsource to third parties. Getting the proper balance between the two is critical, and having the data to guide judgments is a wonderful approach to assist traverse these difficult issues and make the right conclusions.

How can I take use of all of the advantages of management accounting?
There are many approaches that may be used to introduce or extend the function of management accounting in your organisation. Which option you pick will be determined by your present skills as well as the amount of money you have available to invest.

Engage the services of a management accountant.
The most apparent solution is to hire some new management accountants who have a strong background in management accounting. This will, without a doubt, be a more expensive choice, but you will be instilling these abilities into your staff, ensuring that you always have both the data and their knowledge at your disposal.

Current employees will be trained.
Perhaps you already have employees that have shown the sort of potential that you believe will make them successful accountants in the future. If they have excellent mathematical skills, a thorough grasp of the way your company operates, as well as first-hand knowledge of how managers make choices, they are well on their way to being successful.

To get an understanding of the training choices available and the costs associated with developing a management accountant in-house, a list of the top CPA review courses is an excellent place to begin researching the various possibilities.

Bring in a third party to assist you.
When it comes to smaller companies that do not have the resources or manpower to recruit or train new employees, there is always the option of contracting with third-party firms to offer management accounting expertise without the need to engage new employees.

It is my hope that this article has convinced you of the importance of management accounting in all businesses, no matter how large or small they may be.

In the end, it comes down to finding support and advice that will assist you in making those critical management decisions the first time around.



B) Management accounting tools and methods that are essential to understanding
Some of the most essential tools and methods are discussed in more detail below.

1. Preparation of a financial plan
In every corporate organisation, one of the primary goals is the maximising of profits. This goal may be accomplished via the use of appropriate or sound financial planning techniques. As a result, financial planning is regarded as the most effective instrument for attaining company goals.

2. Financial Statements and Their Interpretation
The profit and loss account, as well as the balance sheet, are critical financial figures to understand. These claims are examined for a variety of time periods. This kind of study aids management in determining the pace of development of the company under consideration. This is done via the use of comparative financial statements, common size statements, and ratio analysis, among other tools.

3. Cost Accounting is a kind of accounting that tracks the costs of goods and services.
Cost accounting provides cost data in a variety of formats, including product-, process-, department-, and branch-specific formats. These cost statistics are compared to a previously established baseline. The comparison of two costs allows the management to determine the factors that contributed to the disparity between the two costs in question.
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