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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.  
                                                                      
                    Contribution : 11-6=5
                     350.000/5=70.000 – BREAK-EVEN POINT

(b) Calculate the profit made on sales of 75,000 units.    
     
                   (75.000  -70.000) * 5 =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.   

    
   	(FC) = 350.000+10.000=360.000
                             (VB) = 6+1=7
                              (SP) = 13-7=6
                             NEW PROFIT – 80.000 * 6 – 360.000 = 120.000

 	 	 	 	 	         
 
(d) Discuss the limitations of break-even analysis.                     
 
 
QUESTION 2 
 
(a) Discuss the importance of management accounting, and how it differs from what financial accounting provides. 
                                               
The following are some of the importance of management accounting. First, management accounting helps organizations to make better plans for future activities by providing financial and non-financial data to an organization’s management (Ciuhureanu, 2018). The availability of sufficient financial data allows managers to carry out better forecasting and puts them in a better position to make better plans. Management accounting is also important as it helps in decision making (Ciuhureanu, 2018). Since it allows the collection and analysis of financial information within an organization, a firm’s management leverages on such information to make the right financial and organizational decisions.
Management accounting is also important because it monitors and measures the overall performance of the organization (Ciuhureanu, 2018). For example, by using tools like variance analysis, management accounting allows managers to assess the variations in the performance of the company. Another importance of management accounting is that it increases the efficiency of an organization by setting a target for every department within an organization (Jiambalvo, 2019). These targets are important because they ensure that the available organizational resources are fully utilized thus improving the efficiency of the organization. Management accounting raises the profitability of an organization by making firms more cost conscious and avoiding extreme expenditures. 
Management accounting and financial accounting differ in the following ways. While management accounting provides detailed reports of a firm’s profits, financial accounting reports the results of an entire business (Richardson, 2012). Additionally, while management accounting focuses on problems that are causing organizational failure and provides ways of managing these problems, financial management is only restricted to reporting the profit levels of a firm (Richardson, 2012). In addition, while management accounting is more concerned with organizational operational reports, financial accounting is centred towards financial statement creation which are distributed within the organization and also out of the organization. Equally, while management accounting is not bound to comply with any set standards in the process of compiling internal financial reports, financial reports are required to comply with accounting standards. 

 
(b) Discuss three techniques by which the management accountant can 
achieve the objectives of management accounting.      
                             
 Three techniques which a management accountant can use to achieve the objectives of management accounting include margin analysis, constraint analysis and inventory valuation and product costing (Jiambalvo, 2019). Margin analysis is a technique that is primarily concerned with increasing the benefits attained during the production process. In line with margin analysis, management accountants have the opportunity of calculating the break-even points of a company that helps to determine the optimal sales mix for a firm’s products. 
Constraint analysis is concerned with the assessment of production lines of an organization. This technique identifies the main bottlenecks that affect the operations of a business and develops the most useful ways that can be used to settle these bottlenecks (Jiambalvo, 2019). When using this technique to improve the operations of an organization, management accountants also depend on it to establish inefficiencies that arise from the existing bottlenecks. Through the application of this technique, management accountants can also use it to forecast an organization’s ability to generate revenues and profits both on the long-term and short-term basis. 
 In the case of inventory valuation and product costing, the technique is involved with the identification and analysis of the actual costs that are associated with an organization’s stock and products. The technique involves the calculation and allocation of overhead charges as well as determination of the cost of goods sold (Jiambalvo, 2019). Management accountants can use this technique to lower a company’s overhead costs thus improving the profitability of the firm. In the same capacity, a management accountant can also use this technique to make projections of the level of sales that a firm is expected to have made within a given period from the cost of goods sold. 
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