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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] 

Contribution per unit = 
Selling price per unit- Variable costs per unit Contribution per unit
             11-6= 5 
             
             Break-even point =
             Fixed Cost/contribution per unit
             350.000/ 5 = 70.000 units
             
            Revenue= 70.000x11= 770.000
             
 
(b) Calculate the profit made on sales of 75,000 units.           [10 marks] 

Profit = revenue – variable costs- fixed costs 

Revenue= 75.000x11= 825.000
Variable costs= 75.000 x 6 = 450.000
Fixed costs= 350.000

Profit= 825.000 – 450.000 – 350.000 = 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] 

                       New profit= revenue – variable cost – fixed cost
                New revenue= 80.000 X  £13 =1.040.000

                New selling price= ( 6+1) 7 

                New variable cost=  	7 X 80.000 units = 560.000

                New fixed cost = 350.000 + 10.000  = 360.000

                New profit = 1.040.000 – 560.000 – 360.000 = £120.000
 
(d) Discuss the limitations of break-even analysis.                    [15 marks] 
It is a good idea to use a Break point-even analysis when deciding to open a large or a small scale business, it is an important financial measure that will help with understanding what you need to do to recover your original investment. It determines the number of units or the required amount a company needs to recover the cost of the business.

Break even point have different limitation:
· Can predict when the company will break even but cannot give you the probability that this will happen.
· Effectiveness of the break-even analysis depends on the accuracy of the data, therefore if the calculations are wrong it effects the efficiency of the analysis.
· Another limitation is that break-even do not calculate the competition that might arise from others, increasing the demand for competitive pricing for the same products.
(gocardless.com, n.d.)


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


Management accounting 

Management accounting is the area that is used by internal users such as managers and employees. It is a process that analyzes costs and business operations to prepare internal financial reports, records and accounts to managers, which interprets accounting information that aides business leaders to make sound financial decisions when manage their daily operations efficiently. It is an important part of management.
There are two main types of accounting: financial accounting and management accounting. (Today, 2018)
The function of management accounting is planning, decision-making and control.

Management accounting 

Managerial accounting use estimated amounts, whereas financial accounting uses only real numbers.
· Target audience is internal, the main objective is creating internal reports to help the managers within the business for decision making and planning the risks
· Is focused on the future
· Provide financial and non- financial information
· The priority is to be relevant and timely 
· The principal that management accounting follow international Financial Reporting Standards( IFRS) rules that make financial statements clear and comparable worldwide


            Financial accounting

· Target audience is external as shareholders and regulators 
· Reporting on the past transaction, both income statements and balance sheets.
· The principals that financial accounting follow is generally accepted accounting principles (GAAP) refer to a common set of accounting
· Highly regulated therefore it might not meet needs.
    
 

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

Capital budgeting 
The capital budgeting decision involves the analysis, decision and planning of long-term investments, such as new equipment or a new production plant. Capital budgeting methods are important because the cash involved can be large and can lead to the company failure if the investment in fixed assets fails. (Bragg, 2018)

Cash flow statement:
The cash flow statement measures how much cash comes in and out of your business, during specific period.
When you have negative cash flow means that the company is spent more money than is earned.
Is possible to find the cash flow in 3 sections: cash flow from operating, investing and financing.
This is important because if the money is not enough, the business cannot continue.

Capital investment appraisal:
Capital investment appraisal is the analysis that evaluates when an investment made can be profitable of an asset over its lifetime, along with considerations of affordability and strategy. (Capital Investment, 2019)
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