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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] 


[bookmark: _Hlk80948093]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] 
 
 
 
EN


Answers

Question 1: 

Kerrigan LTD 
Selling price Product A: £11
Total Var cost per unit:  £6
Total Fixed cost of production:  £350 000 
Sells: 75 000 units 

1a)
Break even point in unit and revenues: 
[bookmark: _Hlk80959178]BEP = Fixed costs/ contribution per unit 
[bookmark: _Hlk80959329][bookmark: _Hlk80959350]Contribution per unit = Selling prices – Variable costs per unit
[bookmark: _Hlk80959577]Contribution per unit = 11- 6 = £5
BEP 350 000 / 5 = 70 000 units 
BEP in Revenue: (Sales price per unit – Variable cost per unit)
70 000 x £11 = £770 000

1b) 
Profit made on sales 75 000 unit
(75 000 – 70 000) x 5 = £ 25 000

1c) 
new selling price £ 13
New variable costs per unit £ 7 (£6 + £1)
New contribution = (£13 - £7) = £6
New fixed costs = (350 000 + 10 000) = £360 000
New sales volume = 80 000 units
New BEP = 360 000 / 6 = 60 000 units
Profit = (80 000 – 60 000) x £6 = £120 000

1d) Limitation of break-even analysis:
· Non - linear relationships between price and quality. May have to reduce sales price to achieve sales beyond certain level. Same issue for cost and quantities.
· Same issue for cost and quantities. 
· It may work within a relevant range. 
· Assumes all production is sold is not realistic.
· Not easy for multi-product firms. Hard for one – off jobbing type firms, where every item produced is different.
· Non – quantitative (qualitative) factors: business awareness, competitors actions.

The management accounting deals mostly with rearranging or altering the data. It draws its data from accounting financing, cost accounting and other records.
The correctness of management accounts depends upon the accuracy of these fundamental records: i.e. the limits of management accounts are also the restrictions.













 
QUESTION 2 
 
(a)	Discuss the importance of management accounting, and how it differs from what financial accounting provides.                                                
[25 marks]
 
Management accounting is necessary to plan the challenges and possibilities that lie ahead. Management accounting examines the company's future, how profits may be increased, what investment is required to make, how expenses can be cut and how they can expand. It analyses financial and non-financial information. Financial accounting looks back on the past. It has to meet the regulatory standards for the last year to provide real numbers.

The relevance of the management accounting that helps to develop strategies must be recognized.
Accounting management helps the business to organize its future operations effectively. It regularly provides management with all financial and non-financial data. Managers are able to do better analyses and forecasts with the availability of all these data, allowing them to plan properly.

Management accounting is the process through which managers identify, measure, accumulate, analyse, prepare, interpret and communicate information that helps managers achieve their corporate goals.
It enables management to fulfil all its duties, including planning, organization, personnel management and control. In other words, management accounting is termed the accounting area which offers financial and economic information to managers and other internal users.
Introduction Decisions are an essential component of management and decision-making is a key feature of the management process and impacts the actions and results of companies – ranging from the development and use of resources to the motivation and control for workers in all processes.
Financial details are a formal record of a company. The role of non-financial information in accounting is growing. It may bring considerable value while at the same time posing problems.
Accounting management is for internal users in particular.
Accounting reports are utilized solely by managers and workers of internal users.For both internal and external users, financial accounting is available.
Financial accounts are mostly utilized by external users like shareholders, banks and creditors.
The aim is to support internal management in management accounting. Financial accounting is aimed at assisting both internally and external users.
Another significant diffrence is in management accounting, GAAP is not obligatory to follow, but in financial accounting, GAAP is compulsory to follow.
Management accounting plays an important part in efficient decision-making. It gathers, analyses and displays all the financial information inside the business in simplified diagrams, tables or graphs. Management understands organizational matters better and is able to decide correctly in time.
Accounting management oversees and measures the organization's overall results. It utilizes several instruments such as variance analysis to assess corporate performance using previously defined criteria. Managers can take remedial actions to remove these by recognizing all changes in the company's performance.
This division attempts to increase the overall effectiveness of companies. Administration accounts set objectives in advance for each department and verify whether all objectives have been fulfilled. It guarantees that every resource is fully used to improve efficiency.
Management accounting is focused on improving customer service by delivering items of quality at reasonable rates. It helps to manage product pricing through the use of cost control equipment. Furthermore, it establishes different quality criteria to be satisfied by the organisation.
It has an efficient role in enhancing the profitability of organizations. It makes companies cost conscious and assist in avoiding all extra expenditures. Management accounting uses techniques such as budgetary control and capital budgeting for reducing the expenses which helps in earning better profits. 
Management accounting adds reliability to management decisions by providing them genuine information. It uses proper scientific tools and techniques for analysis purposes which helps managers in the proper management of business operations.
Managerial accounting information is aimed at helping managers within the organization make well-informed business decisions, while financial accounting is aimed at providing financial information to parties outside the organization.
Management accounting studies the relation between causes and effects. Financial accounting does and analyses the causes responsible for profits or losses. Management accounting attempts to study the cause-and-effect relationship by analyzing the different variables affecting the profits and profitability of the business.
Management accounting is no bound by the rules of financial accounting. Financial accounting procedures are designed based on GAAPs.
The basic function of management accounting is to assist the management in performing its functions effectively. The functions of the management are planning, organizing, directing, and controlling.
Management accounting is a part of accounting. It has developed out of the need for making more use of accounting for making managerial decisions.
Financial accounting is the overall accounting system which refers to the recording of company transactions in primary accounts, their placement in their corresponding leader accounts and their balance in order to prepare a trial balance.
Accounting, along with the creation of summary financial reports, including revenues, costs, assets, liabilities and net worth.
Accordingly, without a well-designed financial accounting system, management accounting cannot have complete operational monitoring and coordination.
	


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

The financial and non-financial information for managers is the providing of management accountability. Managers utilize the provisions of accounting information to better enlighten themselves before deciding things inside of their organisations, therefore enabling them to better manage and execute control functions in management accounts or management accounting.

Management accounting is a selected nature method. The data given by financial records are not used in full. It only chooses and collects information which is relevant and beneficial to management in making critical choices on different elements of company. It forms distinct financial records (for instance, profit and loss accounts or balance sheets).
Future is a matter of management accounting. It collects and analyzes information in order to plan the future. Management has the key duty of deciding what to do in future. Management accounts format the future course of action using several approaches.
Management techniques make relevant information available that assists planning and decision-making management. It can offer information merely, but it cannot prohibit it. The extent to which it is managed. The information can be used based on its effectiveness and knowledge.
Break even analysis
Break-even analysis means that an entity's safety margin is calculated and examined based upon revenues gathered and related expenditures. In other words, the study demonstrates the amount of revenue required to pay for the business.
Break-even analysis means that an entity's safety margin is calculated and examined based upon revenues gathered and related expenditures. In other words, the study demonstrates the amount of revenue required to pay for the business. The Break Even analysis analyzes various pricing levels in relation to different levels of demand, whatever level of sales is required to pay the entire fixed expenses of the firm. An examination of the demand side would provide a seller with substantial information about the sales capacity.


Budgeting 
Budgeting is the way to create a money spending plan. This budget is referred to as the budget. Creating this expenditure plan enables you to decide in advance if you have the funds to accomplish or want to undertake things. Budgeting just balances your costs against your revenues.
A quantitative statement of an action plan developed before the period it covers.
It spells forth the expenses and revenue to be borne or generated in the future.

Budgeting is the way to create a money spending plan. This budget is referred to as the budget. Creating this expenditure plan enables you to decide in advance if you have the funds to accomplish or want to undertake things.
It is a vital procedure for planning and predicting your funds, by balance your costs and incomes.
Budgeting just balances your costs against your revenues. You'll have a problem if you don't balance and spend more than you do. Many people might not know they spend more and steadily slide into debt each year than they earn.
You may use this planning method to prioritize your spending and focus your money on the activities that are most important to you, if you don't have enough money to do all you like to do.
As budgeting helps you to build an expenditure plan, it guarantees that the things that you need and that are essential to you will always have adequate money. You may also avoid debt or help you figure out your debt if you have debt at present by following a budget or spending plan.

Capital investment appraisal
Investment in capital is a company's acquisition of money to achieve its business aims and targets. The word can also apply to the acquisition by a corporation of long-term assets such as immovables, factories and equipment.
Much is typically invested in resources. It is often hard and costly to save the investment once begun. Decisions on investment should be in line with the company objectives and maximization of company owners' wealth.

Management Accounting has as its major purpose to allow management to reduce earnings or losses.
Management accounting is one of its aims to support management in the planning, management and decision-making process.
The primary aim of management accounting provides management with information for planning, control and decision-making purposes. For instance, purchase statistics may be categorized for several months to indicate total purchases made in product, supplier and territorial terms throughout each time.
Management accounting is a key source of management planning information. The accounts and papers include an enormous amount of data on the company's previous history, which is necessary for the preparation of future forecasts.
The necessary accounting data for management decisions are correctly gathered and classified.

Management accounting helps translate certain goals and strategies into certain achievement goals by a certain period and effectively secures them. This is all achievable by means of budgetary checks and standard costs that are an important element of management accounting.
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