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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] SP-VCPU=Contribution
11-6=5
FC/Contribution=BEP
BEP=350,000/5=70,000
CSxSP=Revenue
75,000x11=825,000
(-)VC=CSxVCPU
75,000x6=450,000
SP-VC= Contribution
825,000-450,000=375,000


 
Calculation: Selling price - £11
                      Variable cost per unit-£6 
                           Fixed costs-350,000 
                           Current sales-75,000


Contribution per unit = Selling price per unit- total of variable costs per unit
Contribution per unit= £11 – £6 = £5
 Break- even point = Fixed Cost / contribution per unit = £350,000 / 5 = 70,000 units
Break-even point: The breakeven point is the one where the company will have not profit or nom loss situation. The breakeven point basically tells that what amount quantity should the company be producing to cover up all the variable cost as well as fixed cost also. Here the break even point if at 70,000 units which means that the company must produce at least of 70,000 units in order to cover up all the cost. the revenue generated by producing 70,000 units will be 70,000*11= £770,000 . Hence by seeing to the details it can be seen that the company is currently producing 75,000 units and generating the revenue of 75,000*11= £825,000. Which means that company is generating profit right now of 55000 currently. Therefore the company calculated the breakeven point to determine the quantity to which the company must produce.



(b) Calculate the profit made on sales of 75,000 units.           [10 marks] 
 
 Calculation: Contribution-375,000Contribution-FC=Profit
375,000-350,000=25,000

OR

Profit=(CS-BEP)xCPU
(75,000-70,000)x5=25,000

                       Fixed costs-350,000 
                              Contribution per unit-5
                              BEP-70,000
                              CS-75,000


The profit is the amount which basically tells the net income of the company that what will be the overall profit left with the company after meeting out all the expenses and costs. The company sales here was £825,000 which represents that the company is earning the revenue of £825,000. After meeting out all the cost which are variable and fixed cost , the company is earning a net profit of 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] 
 
FC+AC=New FC
350,000+10,000=360,000
SP-VCPU=Contribution 
13-7=6
FC/Contribution=BEP
360,000/6=60,000
(ES-BEP)xCPU=Profit
(80,000-60,000)x6=20,000x6=120,000
Revenue=ESxSP
80,000x13=1,040,000

Calculation: Fixed costs-£350,000 
                          Advertising costs-£10,000 
                          Variable cost per unit-£7 
                          Selling price-£13 
                          Expected sales-80,000 units



As by seeing to the above calculation the new profit figure for the improved product is 120,000 which has been increased. Hence by making an advertising campaign costs £10,000 and by improving the product specifications, the company’s variable cost per unit is increased by £1. This adjustments has therefore increased the selling price to 13 from 11 and the selling units as well to 80,000 units .




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


There are many advantages for break even analysis but there are many of the limitations for breakeven analysis as well which are:
1. The break even analysis runs on the assumption of that all of the expenses and the cost might clearly be separated into the variable and fixed cost component. However in reality it is not possible in order to achieve the clear image of all the cost separated into the fixed and variable one type. There are many of cost which comes under semi-variable cost which is known as the mixture of the variable cost and the fixed cost. Electricity is the best example which is segregated under semi-variable cost.
2. One more assumption of breakeven analysis is that it assumes that the fixed cost might remain the same for all the period and at all the levels of activity. It must be noted that this assumption is somewhere wrong as not only variable cost but the fixed cot also varies at some point of time or at some certain level of activity. 
3. The breakeven analysis assumes that the variable cost varies always proportionately to the volume of output. In real or practical life al the variable cost move with the level of output but it’s not necessary that they will move in same proportionate. 
4. The assumption that the breakeven analysis makes regarding selling price is that it remains unchanged and has a straight line of revenue which may not be the true factor at all. It has been seen that selling price is depended on many of the factors which could be market demand, competition, supply etc. so the sales is hardly the constant variable.
5. The worst point of breakeven is that it do not take amount of capital employed into the consideration. Hence the capital employed is very essential determinant or component in regard to the profitability concern. 
​


 
QUESTION 2 
 
(a) Discuss the importance of management accounting, and how it differs from what financial accounting provides.                                                
[25 marks] 






Management accounting: The managers may use management or the managerial accounting information in order to determine the decision making and also to assist the performance and the management of the control function. The integral part of management accounting to of decision making and also need to take a call regarding all the kind of decisions from the resources for motivating the employees to the strategic development and all kind of control process as well. Management accounting are the process which is known for measuring, interpreting, identification and analysing the accounting information which might help the business leaders for making such sound financial decision and also to manage efficiently all the day to day operations which is according to the corporate finance institute. The example of management accounting techniques and concept includes the piece of information which is somewhere standard. Account receivables, sales, cash in hand, payable, liabilities, assets, profits, inventories and some of the statistical analysis are the common term of management accounting. 
Mainly management accounting may provide some of the key insights which may help the company’s management team in order to make many of the decisions. Management accounting also helps to support the decision making among the company in a way by providing the wealth of the statistical and financial information which could be assisted with the powerful accounting software. There are many tools which are used currently within management accounting, classified as a group: Financial planning, cost accounting, fund flow analysis, cash flow analysis etc. The main role of the management accountant is to just look after the account of the company. They basically advises the mangers regarding the financial implications of the business decisions in order to aid the profit and growth. Some of the basic role of management accountants are to prepare the reports, financial statements, budgets or commentaries as well. 

The importance of management accounting are:

1. Helps in decision making: The management accounting helps Ito assist the organisation for having the better plan regarding the future activities. Management accounting helps to supply all the kind of financial and also the non-financial data to the management on daily or regular basis. By having the availability of all the information with the mangers they now somewhere plan to perform better analysis and also tries to forecast which may enable them for framing the plans. 
2. Helps to assist in decision making: One of the major roles played by the management accountant is of efficient decision making. It may collects and analyse all the financial information which are available within an organisation and it may help them to present it in a simplified tables, charts or graphs as well.
3. Helps in measuring the performance: Management accounting basically monitors and also measures all the performance of the business on overall basis. It also uses many if the tools like variance analysis which helps in measuring the company’s performance which is pre-established with the standards in order to find out the deviations.
4. Increase in efficiency: The branch of accounting mainly aim at raising the efficiency of the company on overall basis. Management accounting normally sets the target for each and every division in advance only and afterwards checks that whether they have fulfilled the target or not. It may also help to ensure that all of the resources are utilised fully that may also help in improving the efficiency as well.

Financial accounting: Financial accounting is the specific branch or field of accounting which may involve the process of reporting, recording or summarising the transactions which results from the business activities or operations over the specific time period. The work opportunities for the financial accountant are available at both the private and the public sectors as well. The most common used type of financial accounting is the cash accounting and the accrual accounting. Cash accounting means that the company will record the cash or revenue when actually the cash will be received whereas accrual basis accounting means that the company may record the revenue when the company will sell of the product instead of receiving the amount due. 
How management accounting differs from what financial accounting provides:
 
	Financial Accounting
	Management Accounting

	1. The utmost main objective of the financial accounting is to just disclose.  the end results of business and also the financial conditions as well.
	      The main role of objective of management     accounting is help the management through providing all the information which is used for planning or setting up the goal.

	2. The information produced by the financial accounting are used by the external parties like lenders, shareholders etc.
	2. The information produced by the management accounting are used within the organization through employees and managers.

	3. Financial accounting mainly focus on the history or the reports made in prior years 
	3. The main focus of the management accounting is to present and forecast the future 




 
(b) Discuss three techniques by which the management accountant can 
achieve the objectives of management accounting.                                   [25 marks] 
 
  
Three techniques to which the management accountant can achieve the objectives of management accounting are:

Break even analysis:
 The Break even analysis basically entails the examination and calculation of the margin of safety for those entities which is based on collected revenue and the associated cost as well. In other way around one can understand the break even analysis as it shows that how many sales it might take to pay up for the cost of doing the business. It also tells about how much sales or revenue the company must have in order to cover up their fixed cost. With the help of break even analysis the company can determine the point to where the company can be profitable regarding to their existing products or the upcoming products as well. The calculated result of break even analysis is neither loss nor profit. It determines the point or the sales to which the company may have not profit no loss situation or the company’s all the variable cost and the fixed cost might get cover as well. It tells the minimum numbers of units which the company must sell.    

Budgeting: Budgets are termed as a financial plan for a particular period could be a year. Budget may involve the budgeted sales volume, resource quantities, cost, assets, liabilities, cash flow or revenues. Budgeting is the process for creating the plan in order to spend the money. Such planned spending is only known as budget. Creating the planned spending, may somewhere allows for determining in advance only that whether there will be enough money for the activities one needs to perform or the company needs to perform. What helps is that budgeting helps to balance the company’s expenses with their generated revenue. The benefit of budget to the company is that the company should plan or form the budget and try to run the company on that principles only because with this the company’s expenses will be in control and the company can have a planned revenue. There are various benefits of the budget like managing the money efficiently, allocating the resources properly, meeting out the objectives, improving the decision making.    

Capital investment appraisal: The Capital investment appraisal are mainly concerned with the organisational management decisions regarding to which of the project or the assets to be invested and the way about how to finance the project as well for achieving the corporate goals. The types of Capital investment appraisal are Net present value, payback period and the accounting rate of return. The net present value is the technique which mainly predicts or forecast the net future cash inflows and discount them all with the discount rate. The main purpose for calculating the net present value is that it helps to know the company that whether the company will be profitable or not by investing in the project. After discounting back the cash flows the company may subtract the NPV with the initial investment and if the amount is positive then the company must invest in the project and if the calculated amount is negative then the company must not invest in the project. The importance of payback period is that it helps to calculate that within how much time the company may get back their initial invested amount. By having accurate cash inflows the company can calculate the period to which the company may get back their amount.
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