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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] 
  
£350,000 / (£11 - £6) = 70,000
Sales price for product A £11
Variable cost £6
Fixed costs £350,000
Break even point in units   =  £350,000 / (£11 - £6) = £350,000 / 5  = 70,000
Break even point in revenues   =  £11 x 70,000 = £770,000

(b) Calculate the profit made on sales of 75,000 units.           [10 marks] 

( £75,000 x £5 ) - £350,000 = £375,000 - £350,000= £25,000
Profit made on sales is £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] 

 Advertising campaign costs £10,000
Variable cost per unit  £1
Increased selling price is  £13
Expected sales 80,000 unites
New variable cost  £7 per unit
80,000 x 13 = 1,040,000 new sales calculation 
(80,000 x 7) +  £10,000 = £ 57,000  Total variable cost 
 £1,040,000 -  £57,000 = 470,000 Contribution
Profit for new improved product =  £470,000 -  £350,000 =  £120,000

(d) Discuss the limitations of break-even analysis.                    [15 marks] 

Assumes variable costs increase at steady rate in line with activity. Few costs are truly variable. Fixed costs are only fixed to a certain point. Analysis complicated with multiple products.
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QUESTION 2 
 
(a) Discuss the importance of management accounting, and how it differs from what financial accounting provides.                                                
[25 marks]

Management accounting provides deep insight into details of your company finance and resource flow so you could reach a timely decision based on actual data. It separates what is important, detects flaws and provides means to form long term strateies to scale your business.
Finance accounting involves recording, summarizing and reporting the stream of transactions and economic activity resulting from business operations over a period of time to the public or regulators.


(b) Discuss three techniques by which the management accountant can 
achieve the objectives of management accounting.                                   [25 marks] 
 
 Three of the techniques by which the management accountant can achieve the objectives of management accounting are financial planning, analysis of financial statements and marginal costing.
Financial planning is the act of deciding in advace about the financial activities necessary for concern to achieve its primary objectives. It includes determining both long term and short term financial objectives of the enterprise, formulating financial policies and developing the financial procedure to achieve the objectives.
The analysis is an attempt to determine the significance and meaning of the finanial statement data so that a forecast may be made of prospects for future earnings, ability to pay interest and det maturities and profitability of sound dividend policy. The techniques of such analysis are comparative financial statements, trend analysis, cash funds flow statements and ratio analysis. This analysis results in the presentation of information which will help the business executives, investors and creditors.
The management accountant uses the technique of marginal costing, differential costing and break even analysis for cost control, decision making and profit maximisation.
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