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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 
1 a) Calculate the break-even point (in units and revenues) of product A for Kerrigan Ltd.
Break even point formula:fixed costs devided by contribution per unit
Fixed costs:350.000
Costribution formula:seeling price per unit minus variable cost per unit
Contribution : 11(selling price per unit ) – 6(variable cost per unit )= 5 £
350.000(fixed costs)  divided by 5( contribution) = 70.000
Break even point =70.000units
 
Revenue:break even point in units x  selling price
 
70.000(break even point in units) x 11 (selling price)= 770.000
 
 
1 b) Calculate the profit made on sales of 75,000 units
Sellings
Profit  formula –(sales -break  even point ) x contribution
Profit = (75.000 – 70.000) x 5=25.000
 
1 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.              
 
New fixed costs=350.000 + 10.000 = 360.000
New variable costs=6 + 1=7
New selling cost =13 £
Sales expected=80.000
 
New break even point = fixed costs divided by contribution
New break even point = 360.000 divided by 6 =60.000
Revenue :break   even point  x selling price
Revenue = 60.000 x 13 =780.000
 
Profit=(sales-break even point ) x contribution
Profit = (80.000 -60.000) X 6=120.000
      
 
 
 

1 D) Discuss the limitations of break-even analysis     
Limitations may include :
-same issue for costs and quantities
-may only work within relevant range
-Variable costs doesn’t stay always the same
-break even point becomes harder to calculate as company might sell more than one product
-assume all production is sold                
 
 
 
 
2 a)     Discuss the importance of management accounting, and how it differs from what financial accounting provides.  
 
Management accounting helps magagers to make operational decisions for short and long terms involving the financial accounting and it helps as well to make in long term investment decisions .Mangement accounting helps companies to plan,forecastand budgeting.
Management accounting is important for a business as it provides financial and non- financial information ,making decisions, planning and controlling activities ,formulating business strategy, performance improvement and value enhancement  while the financial accounting provides information to parties outside of the company /organisation.
Financial accounts are  insufficient due to frequency or preparation and it is highly regulated so might not meet the needs.
                                       
  2 b) Discuss three techniques by which the management accountant can
achieve the objectives of management accounting.             
 
The techniques can be:
-Cost
-Break even analysis
-Budgeting
 
 
-Costs are the amount of resources ,usually measured in monetary terms ,sacrificed to achieve an objective .Costs can be :relevant ,direct costs,indirect costs,fix and variable costs,semi-variable costs.
Costs are relaed to business objectives and it differes from one possible decision ,outcame to the next (like transport ,meals etc).
Some examples of fixed costs are salary paid to delivery people,insurance ,Road tax/MOT and example of variable cost are:material used to provide a type of service,commission paid to the salesperson.
Semi-variable cost is a cost that have an element of both fix and variable cost
 
 
 
Break even analysis  is a point which the original cost equals the market price .
In accounting the formula of break even point is :the total fixed costs associated with production by the revenue per individual unit minus the variable costs per unit.The break even point is the production level in which the total revenues for a product equal total expenses.
 
  Budgeting is a tool in business which managers use to plan and control the use of recourses.The budget shows the company objectives .
Budget sets out the costs and revenues that are expected to be incurred or earned in future periods .
Budgetting has a purpose like communicating,motivation,controlling,planning,evaluating and co ordinating .
There are 2 types of budget and they are periodic and rolling .Rolling budgeting is continually updated ,may be broken down monthly and periodic budgeting Is for certain time like 1 year and becames exercise planned into the business cycle
Buget also had 2 methods of budgets and they are incremental and zero based budgeting
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