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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] 
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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

Answer
Contribution per unit = Revenue – Variable costs
                                       = £ 825 000 - £450 000 = £375 000/75 000 units= £5
    Revenue = 75 000 units x £ 11= £ 825 000
Total variable costs= £6 x 75 000 units= £450 000

Break-even point in units= Total fixed cost £350 00/£ 5 Contribution per unit=70 000 units
Break-even points in revenue = 70 000 units x £11(selling price) = £770 000

[bookmark: _Hlk80963261](b) Calculate the profit made on sales of 75,000 units.
 
Profit calculation:
75 000 units x £11=£ 825 000
£825 000-£350 000(fixed cost)- £450 000 (variable cost of production)= £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.
New figure for selling units 80 000 units
Variable costs= 80 000 units x £7 = £560 000
Sales Revenue = 80 000 units x £13 =£ 1 040 000

New profit figure according new requirements
£1 040 000-£560 000(variable costs)-£350 000 (fixed costs)-£10 000 (advertising)=£120 000
(d) Discuss the limitations of break-even analysis.
The break-even point is the point at which total revenue and total cost are equal. Break-even analysis determines the number of units or amount of revenue that’s needed to cover your business’s total costs. At the break-even point, you aren’t losing or making any money, but all the costs associated with your business will have been covered. After breaking even, the sales made by your business are pure profit. Put simply, break-even analysis helps you to determine at what point your business – or a new product or service – will become profitable, while it’s also used by investors to determine the point at which they’ll recoup their investment and start making money.
Limitations of a break-even analysis shouldn’t be underestimated: 
Doesn’t predict demand – Although a break-even analysis can tell you when you’ll break even, it doesn’t give you any insight into how likely that is to happen. Plus, demand isn’t stable, so even if you think there’s a gap in the market, your break-even point could end up being a lot more ambitious than you initially thought. Depends on reliable data – In short, the accuracy of your break-even analysis is dependent on the accuracy of your data. If your calculations are wrong or you’re dealing with fluctuating costs, break-even analysis may not be the most useful tool in your arsenal. Too simple – Break-even analysis is best for companies with one price-point. If you have multiple products with multiple prices, then break-even analysis may be too simple for your needs. In addition, it’s worth remembering that costs can change, so your break-even point may need to be evaluated and adjusted at a later time. Ignores competition – Another limitation of a break-even analysis concerns the fact that competitors aren’t factored into the equation. New entrants to the market could affect demand for your products or cause you to change your prices, which is likely to affect your break-even point. All in all, it’s best to conduct a break-even analysis alongside other profitability metrics, such as net profit margin, to ensure that you’re getting the best overview of your business’s financial health.
QUESTION 2
(a) Discuss the importance of management accounting, and how it differs from what financial accounting provides.

   Management accounting concepts and techniques include a few pieces of information that are somewhat standard. Sales, costs, profits, available cash, accounts receivable and payable, assets, liabilities, inventories, and certain statistical analyses. Additionally, they contain business or industry specific factors. Managerial accounting is the process of “identification, measurement, analysis, and interpretation of accounting information” that helps business leaders make sound financial decisions and efficiently manage their daily operations. 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's important, detects flaws, and provides means to form long-term strategies to scale your business.
Financial accounting is a specific branch of accounting involving a process of recording, summarizing, and reporting the myriad of transactions resulting from business operations over a period of time. ... Work opportunities for a financial accountant can be found in both the public and private sectors. Financial accounting is a process of gathering information and producing reports on an organization's financial activity. These statements summarize a company's transactions, describe who the transaction is with and list the date and amount of each transaction. The main purpose of financial accounting is to prepare financial reports that provide information about a firm's performance to external parties such as investors, creditors, and tax authorities.
Advantages of Accounting
    Maintenance of business records.
    Preparation of financial statements.
    Comparison of results.
    Decision making.
    Evidence in legal matters.
    Provides information to related parties.
    Helps in taxation matters.
                Valuation of business.
There are two primary differences between financial and management accounting. The first difference is that management accounting is presented to a company’s internal community, while financial accounting is prepared for an external audience. Even though financial accounting is of great importance to current and potential investors, management accounting is necessary for managers to make current and future financial decisions for their business. The second difference is that financial accounting is exact and must adhere to Generally Accepted Accounting Principles (GAAP), while management accounting can be based off a guess or estimate since most managers do not have time to get exact numbers by the time a decision needs to be made.
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(b) Discuss three techniques by which the management accountant can achieve the objectives of management accounting.
(c) 
1. Financial Planning:
Financial planning is the act of deciding in advance about the financial activities necessary for the 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 role of financial policies cannot be emphasized to achieve the maximum return on the capital employed. Financial policies may relate to the determination of the amount of capital required, sources of funds, govern the determination and distribution of income, act as a guide in the use of debt and equity capital and determination of the optimum level of investment in various assets.
2. Analysis of Financial Statements:
The analysis is an attempt to determine the significance and meaning of the financial statement data so that a forecast may be made of the prospects for future earnings, ability to pay interest and debt maturities and profitability of a 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.
3. Cash Flow Statement:
A funds flow statement based on increase or decrease in working capital is very useful in long-range financial planning. It is quite possible that there may be sufficient working capital as revealed by the funds flow statement and still the company may be unable to meet its current liabilities as and when they fall due. It may be due to an accumulation of inventories and an increase in trade debtors.
In such a situation, a cash flow statement is more useful because it gives detailed information of cash inflows and outflows. Cash flow statement is an important tool of cash control because it summarises sources of cash inflows and uses of cash outflows of a firm during a particular period of time, say a month or a year. It is very useful tool for liquidity analysis of the enterprise.
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