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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] 
 
 
 
END
Solutions 

Question 1
a) 1. Units
Contribution per unit = Selling price per unit – Variable cost per unit
11 – 6 = £5
Break – even point = Fixed Cost / contributin per unit 
350,000 / 5 = 70,000 units

2. Revenue 
350,000 x 2.2 = 770,000


b) Profit = (75,000 – 70,000) x 5 = £25,000

c) New selling price = £13
New variable cost = 6 + 1 = £7
New contribution = 13 - 7 =£6
New fixed cost = £360,000 (350,000+10,000)
New sales volume = 75,000 x 1.0625 = 79,500
New BEP = 360,000 / 6 = 60,000units
[bookmark: _GoBack]Profit ( 79,500 – 60,000) x 6 = £117,000

d) The break-even analysis is assumed that all costs and expenses can be divided into fixed and variable, but in practice this is not always possible. It is assumed that fixed costs remain unchanged, regardless of the level of activity, which is also not the case, because some cost tend to change beyond a certain level. Also the break-even analysis assumes that the selling price remains unchanged which gives false straight line of revenue, because the selling price depends a various factors such as demand, market price, competition etc., therefore it also changes under the influence of various factors.
The limitation of break-even analysis also include non-liner relationships between price and quantity and between cost and quantity. The break-even analysis is not suitable for companies that produce many products or for one-off companies where each product is different.

Question 2

a) The application of accounting principles and financial management are very important for the proper functioning of any company. The management accounting provides information to managers to develop policies, plans and strategies for good company management.
The period for which it is performed is determined by the company and there is no mandatory format.
Financial accounting and management accounting are the two main types of accounting.
The differences between them are:
Financial accounting provides only information about the financial condition of the company to which both internal management and external person have access, while management accounting provides financial and non-financial information to which only the internal management of the company has access.
Financial accounting is performed only in a specific format, while in management accounting haven’t mandatory format to perform, Another important difference is that financial accounting is mandatory for every company, because at the end of the period it is published and audited, while management accounting is voluntary, as it is not published, because it is available only for internal use.


b) 1. Break-even analysis – Helps the manufacturer determine how many units of a product to sell and at what price to cover the relevant costs

2. Budgeting – It helps companies manage their funds as well as be prepared for possible future expenses

3. Capital investment appraisal – Helps in making investment decisions and that they be in favor of the company’s goals and increase the wealth of the investor.
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