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Assessment 2 Exam

Question1
a)

selling price per unit (SP) £11 
[bookmark: _Hlk80952491]variable cost per unit (VC) £6.
Fixed cost (FC) £350 000
Current sells 75 000 units
Formula for Contribution per unit is selling price minus variable cost
Formula for Break-even point is    
  BEP=Fixed costs divided by Contribution per unit
Contribution per unit= 11(SP)-6(VC)=  £5 per unit
350 000/5=70 000 units


With current sells of 75 000 units company will cover all cost when sells reach 70 000 units of product. All sells over 70 000 units the company will start making profit. 

Break-even point in revenue is calculating: break-even point per unit multiply by selling price per unit
[bookmark: _Hlk80957074]70 000(BEPper uni)x 11(SPuni)=  £770 000
BEP in revenue is £770 000





b)
profit 75 000 units
formula for calculating profit is sells minus cost 
total sells are selling price per unit x units
11x75 000=825000
Total cost is variable cost + fixed cost 
Variable cost calculation:
6x75 000=450 000
Fixed cost is 350 000
450 000+350 000=800 000
825 000- 800 000= £ 25 000

[bookmark: _Hlk80953129]Profit for 75 000 will be £25 000
Kerrigan Ltd would have a profit of £25 000 when sells reach 75 000 units of product A.



c)
advertising cost is fix cost, so new fix cost is 350 000+10 000=360 000
new variable cost 6+1= £7
selling price £13
sells 80 000 units
calculation:
fixed cost is £360 000
new total cost is £595 000
£7(vcper uni) x 80 000uni=560 000
560 000+ 360 000(FC)= £920 000
Total sells are 13(new sells per uni) x 80 000(units) =1 040 000
Profit is £ 120 000= 1040000-920000

As we see from previous calculation profit for 75 000 is £25 000 when company add advertising profit increase , my opinion is that the solution is a good choice.





Question1
 d)
Break even analysis is referring to the point where the total cost can be covered with the total revenue sales. In other words, the breaking point measures the sustainability of the company versus the permanent and variable cost for the specific period of time. 
Break-even analysis a functional tool for trading and has a few noteworthy advantages but its not very useful for some businesses.  Calculating break-even point (figure1) is giving information where firm cover all their cost spent for goods, also is helpful for making decision about what amount of product should be sold to reach the point where not earning or not losing money.
The analysis is very easy to be understood but could be a time lost to prepare as the company is not offering the inventory at the same time for long period. Also, because variable cost is changing in time, fixed cost as well so the analysis should be calculating  many times and when company offer many items this tools is very complicated. 







Figure1
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Question2 

Management accounting importance
Management accounting is of critical importance for the company success and net profit. Management accounting setting the targets, budgets and goals for short and long term which gives to the management the tools for planning, control and decision making which is critical important for the SMART and correct decisions which can lead to improved results and productivity.  
Management accounting mainly focuses to give information to business and their owners how to plan, control and how to make a good decision for future growing and earning money. Financial accounting is mostly for other users for example banks, investors or low for taxation.  The information provide is accurate and present how business function, the flow of money and what decisions are taken already by the company.


Management accounting objectives 
The management accounting objectives are planning, control and decisions making. These objectives will guarantee that the performance review will be under control and the final set goals will be achieved at the maximum level. 
Planning including proper research, analyses, review and setting the future short and long term goals and also proper setting of the short term results in order to achieve the results firstly for short term and then for long term. The planning is very important process as it is predicting also any issues or challenges and the way how can be solved in the future.
Control is the next most important accounting objectives, as when there is goals and targets there is need of daily, weekly and monthly control over the results and the team performance. In most of the examples the control is the main reason for the targets achievements, because without control the targets will be not proper measured and achieved. 
Other management accounting objective is the decision making which is linked to the SMART and productive decisions for the results and future improvement. Those decisions need to be created on the base of the up-to-date data and information.


b)
Manager accountants use different methods for decision. For examples company invest amount of money for business, managers planning how to invest propriate, control expenses and calculating budgets, break-even analysis, capital investment appraisal.
All methods have some advantages, firstly are easy to be understood but also have criticism, some need time to be prepared. Problem is that most provide an estimate over a long period of time and in time price, cost for production is changing, market demand, interest also.
Budget could be for cash or for production, its important calculation that is giving information in advance so managers and owners can take different decision if result is not for their interest. 
Break-even analysis is the other easy method that consuming time.  
Investment appraisal is process offers different calculation for future business investment when there are more than one investment opportunities, and the company wants to choose which one is more suitable for them. 
The importance here is the right judgement to take place because when investment is in the process it is difficult to take back all cost if owners of the business decide to cease their activities. 
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