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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 units. 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

Question 1

		
a) Break-even point in units =700.000 units


b) profit -25.000£


c) new profit £120,000

Limitations of break-even analysis
Break-even analysis is only be used to provide an analysis of a single product. This method is not commonly preferred by many corporations operating in the global business that has ventured into the production of mixed commodities. Similarly, this technique is based on the assumption that the level of sales per unit will remain unchanged at levels of the manufacturing process. 

In reality, this concept of remaining constant is false since the value of money entirely depends on the rate of interest and inflation that affects the prices of commodities. Likewise, break-even analysis ignores the importance of stock which normally constitutes the opening inventory, work in progress, produced units and closing inventory which form the basis of current assets within an organisation.
 
Break-even analysis is expensive and takes a lot of time since it requires the preparation of budgets and charts, which are complicated, and they require skilled manpower who knows how to make a prediction and meaningful conclusions that are beneficial to the organisation. Besides, the break-even analysis technique has proven difficult to categorise the fixed and variable costs since for this method to be efficient, variable and fixed costs must be separated, which in most cases is not easy.

Likewise, this technique assumes that fixed costs will remain constant in all levels of production but in most cases, as the level of production rises, fixed costs might be forced to change thus, rendering this assumption ineffective




















Question 1 workings 

a) Selling price per unit – Variable cost per unit = Contribution per unit
				
11-6= 5£ (contribution per unit)

Break-even point = (fixed cost ÷ contribution per unit )

Break-even point in units= 350000÷5
Break-even point in units =700000units

b) Calculation of the profit :

(Contribution per unit x sales per unit)--fixed cost = profit


(5 x 75000)-350.000=25.000£

c) new profit figure 

	Kerrigan limited income statement extract

	 revenue(13£×80000units)
	£1,040000
	

	Total variable cost(7×80000)
	£(560,000)
	

	Contribution
	£480,000
	

	distribution cost
	(£10,000)
	

	fixed cost
	(£350,000)
	

	New profit
	£120,000
	

	
	
	



























Question 2

Importance of management accounting

Management accounting entails the identification, measurement, analysis, interpretation, and presentation of the accounting information to decision-makers to aid in making informed decisions and effective running of the organisation. On the other hand, financial accounting is a process of preparing financial statements that shows the company's financial performance and position to third parties like credit providers, suppliers, and investors. Financial accounts are prepared periodically based on the previous periods' performance. However, managerial accounts consider the firm's future performance and vision. Moreover, the managerial accounts are critical to assist the exclusive corporative board in the process of planning, control, and decision-making. 

The necessity of management accounting

Facilitates easy planning: Management accounting facilitates easy planning of future undertakings. For instance, it avails all the required information about the financial and non-financial needs of an organisation. Thus, allowing the board of management to conduct critical analysis using the data and make future projections. Therefore, management accounting ensures that the financial projections are following a firm's short-term and long-term objectives. 

Accelerates the process of decision making:
 Notably, management accounting is necessary since it quickens the process of decision making. Data collected can be presented in graphs and tables, which are easily understood by all the stakeholders, making it possible to make profitable conclusions to the organisation. Similarly, strategic management decisions that positively contribute to the growth of an organisation are made possible through management accounting—for instance, decisions about changing the marketing strategies of an organisation. 

According to the case study, the management accountant uses key performance indicators and financial governance models.

Improves the effectiveness of managers and other staff members
Besides, management accounting helps to boost the effectiveness and efficiency of the current managers. This is achieved by ensuring that all the departmental units are assigned the required number of resources to accomplish the set goals within an organisation. Notably, the managers are usually tasked with the responsibility of overseeing that the junior members of their departments properly utilise all the resources. On the other hand, the management accounting reports, such as performance reports, play a crucial role in motivating workers when they are prepared, and top performers are rewarded according to the organisation policies.
Improves the quality of service delivered to clients
Additionally, management accounting improves the quality of service delivered to the clients of a firm. The application of various systems such as price optimising and cost accounting systems help to ensure that a competitive price that reflects the market forces of demand and supply is established, resulting in customer satisfaction. This line increases the number of customers and leading to enhanced sales revenue. 
Improves the revenue earned from a given project
Good management accounting is the key to boost the profitability of an organisation. Various planning tools adopted by management accounting, such as budgets and variance analysis, ensure that an organisation eliminates the unwanted costs, therefore, boosting the level of profits earned from a given project. Besides, the use of capital budgeting enables the management to select a profitable project that maximises the shareholder's satisfaction and wealth.
 
Boosts the reliability of financial information
Management accounting helps to improve the reliability of information by using various techniques such as marginal costing and absorption costing. In addition, it is useful in deciding the type of product line that management should direct its investment. Also, it reduces the chances of overstating or understating an overhead due to differentiating the unchanging costs from the manufacturing process. Additionally, the integration of various systems ensures that updated information is continuously provided.

Techniques by which the management accountant achieve the objectives of management accounting

Unlike financial accounting, which looks at coordinating and reporting the company's financial transactions for the completed period of time, management accounting analyses various operational environments, which can aid translate data into useful information which can be helpful to the management. Management accountants rely on various techniques to achieve their objectives, some of which include margin analysis, constraint analysis, inventory valuation and product costing, trend analysis and forecasting, and capital budget, just to mention a few.
 
Margin analysis helps the management in comparing the additional cost to be incurred to realise the additional benefits of the same activity. The margin analysis technique helps the management in the determination of the break-even point, which helps in planning the optimal sales mix and volume for the firm's products. 

Organisations have set targets and objectives. Nevertheless, some problems may arise while achieving the goals. Constraint analysis evaluates the various production lines within the business to identify principal bottlenecks and existing inefficiencies created by the tailbacks. However, this helps the management account to evaluate the impact of the blockages on the firm's ability to raise revenue and achieve the set profitability margin. Thus, constraint analysis helps the board to act on the corrective measures that can reduce the adverse effects of the queues.

Inventory valuation and product costing techniques are also key techniques that help in control. Inventory valuation is a process that involves the identification and analysis of the actual costs associated with the business' stocks. The management accountants can calculate and allocate overhead charges to the various cost centres through inventory valuation and product costing. Additionally, the management can assess the direct costs related to the cost of goods sold (COGS).

Trend analysis and focusing involve evaluating the firms' and industry's current patterns and predicting what will happen in the future through comparative analysis. This technique helps the management in forecasting the future business occurrences, whether they will be in line with the business objectives and working on variances that occur in the actual industry due to its dynamic nature.

Management accountants have a duty to help the firm make viable decisions concerning long-term capital investment and controlling expenditures. The capital budget technique helps the management to analyse. The information is required to make up to date decisions concerning capital expenditures. The management accountant calculates relevant figures of the various available investment opportunities such as:
 The net present value (NPV) and internal rate of return (IRR), for instance.

The following techniques assisted the management judgment on which capital budgeting decision is most relevant to the firm's financial position and both short term goals and long term objectives. 
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