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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] 
 
 
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] 
 
 
 
 
Q no 1
(a)
Break-even point
In units
Break-even units = Total fixed cost / contribution margin per unit
= 350,000 / 11- 6
= 350,000 / 5
= 70, 000 units
Break-even Revenue = Break-even units * Selling price per unit
= 70,000*11= £ 770,000
(b)
 Profit on 75,000 units
Profit = Total contribution margin - Fixed cost
= Contribution margin per unit * 75,000 - 350,0000
= 5 *75,000 - 350,000
= 375,000 - 350,000
= £ 25,000
(c)
 New profit for the improved product
(i)
 Contribution margin per unit for the new product
= New selling price - existing variable cost - additional variable cost
= 13 - 6 - 1
= £ 6 per unit



ii) 
Total contribution margin for the new product = contribution margin per unit * expected units to be sold
= 6 * 80,000
= 480,000
iii)
 Profit for the new product
= total contribution margin - existing fixed cost - additional advertising expenses
= 480,000 - 350,000 - 10,000
= £ 120,000
d)
 Limitations of Break-even analysis:
· It's tough to tell the difference between fixed and variable costs.
· There are certain costs that are semi-variable. They aren't taken into account in the analysis.
· Sales revenue and variable costs do not grow in lockstep with the value of the product. They are less proportional at a higher level of production than they should be. This is due to trade discounts, bulk purchasing economies, concessions for bigger sales, and so on.
· The problem of under or over-recovery cannot be resolved since variable overheads are appropriated on an expected basis.
· Fixing prices and comparing two jobs is impossible without taking fixed expenses into account.
· It ignores the time factor because all expenses change over time. As a result, there is no way to compare performance across two periods based on contribution
· If the amount of fixed expenses incurred by two firms differs, a contribution-based comparison of the two firms is likely to be misleading.
· A firm may choose to place extra orders at a lower price based on the marginal cost concept, ignoring plant capacity. It may entail overtime work and the expansion of manufacturing capacity, both of which could raise production costs and cause changes in fixed expenses. Often, the company will lose money.
Accepting an order at a lower price indiscriminately may have an impact on the local price market


· Closing stock will be undervalued in the final accounting if it is valued at marginal cost. Profits are repressed as a result, and the balance sheet is distorted.
· When it comes to cost control, marginal costing is ineffective when fixed costs outnumber variable costs.
· Because stock is devalued at marginal costs, the whole damage cannot be recovered from the insurance company in the event of a fire, making it inappropriate in industries such as shipbuilding. If fixed expenses are not taken into account while valuing work in progress, losses may occur every year until the contract is finished. It may result in income tax issues.

Q no 2
(a)
Management Accounting: 
  Management accounting is a method for preparing organization reports and records that give chiefs precise and advantageous budgetary and quantitative data to help them form a display of minute and long-term pull choices. It recognizes, measures, breaks down, deciphers, and transmits data to help an organization achieve its goals.
Budgetary bookkeeping gives way to management accounting. Unlike financial bookkeeping, which provides information to persons both inside and outside the organization, management bookkeeping is primarily used to help internal administrators with basic administration.
Importance of Management Accounting:
 Management accounting is exceptionally advantageous and consequently is being utilized broadly presently. The benefits are as follows: 
Planning: In management accounting, budgetary and non-financial data are presented to the administration at regular intervals, such as weekly or bimonthly. Figures, budgets, and an in-depth investigation are included in this introduction. As a result, it aids the administration in the coordination of commercial activity.
Making a decision:
  Because management accounting provides a variety of charts, data, and investigations, the administration uses it to make decisions.
Detect early warning indications of a problem:
  Because the accounts are revealed at regular intervals, management can see if an item isn't performing properly. This will aid in early overcome of constraints and avoidance of future tragedies.
Management at a strategic level:
  The management can make decisions on whether to proceed with an item or change the deal procedure based on the data displayed in management accounting. Because management accounting isn't governed by any laws, management can pick and choose which areas need additional inquiry, analysis, and proper drawing-up procedures.




(b)
Role of Difference between management accounting and financial accounting:
	Financial Accounting
	Management Accounting

	• There may be a legal requirement to comply with Financial accounting because it is required for the preparation of Money related Statements.
	• There is no such lawful prerequisite to comply with management accounting as the data is shared inside only.

	• It is an accounting system that makes a difference to supply money-related data to its partners and centers on the preparation and introduction of Budgetary statements.
	• It gives data to supervisors of the organization which makes a difference them to oversee the trade effectively

	• Both inner and outside parties depend on the information
	• Information and reports are required for inside purposes only

	• There may be time constrain set by the accounting bodies which is ordinarily one year to get ready the Monetary Statements.
	• There is no such time constrain, reports are arranged as per the necessities of the inside management.



management accounting:
 The role of management accountants is as follows. 
 Management Accountants give a wide run of fundamental monetary investigation administrations to organizations. They get ready, create and analyze monetary data so that authority groups have solid figures on which to base their basic vital choices. Meaning your input will be driving the effective development and thriving of an organization. 
 Management accounting may be a key part of the fund, with positions accessible in open hone, the corporate and open segments, budgetary administrations, and shared benefit organizations.

Responsibilities: 
· Accumulate and analyze money related data for inside use 
·  Back budgeting and funding 
· Help the company in overseeing its speculation portfolio
·  Accept obligation of bookkeeping procedures 
· Assess the company’s execution utilizing key data
·  Make figures to help commerce arranging and decision-making 
· Conduct chance evaluation and advice on ways to play down the risk 
· Prompt on issues and recommend improvements
· Oversee lower-level personnel
Important tools and techniques utilized in management accounting: 
   Some of the critical instruments and methods are briefly clarified below.
 Budgetary Planning:
   The maximum of benefits is the primary goal of any trade organization. This goal is achieved by putting in place legal or solid financial arrangements. As a result, financial planning is regarded as the most important tool for achieving trade objectives.
Financial Statement Analysis:
   The profit and loss statement, as well as the Adjustment Sheet, are crucial financial explanations. These articulations are examined for a specific time frame. This type of investigation is beneficial to the administration in determining the rate of development of trade problems. Comparative monetary explanations, common measure explanations, and proportion examination are used to conduct this investigation.
Cost Accounting:
  Cost accounting has taken a toll on information in terms of products, processes, departments, department shrewdness, and so on. This gathered data is compared to that which has been predetermined. This comparison of two costs allows the administration to determine the causes for the disparity in costs.
Fund Flow Analysis:
  The purpose of this study is to determine how reserves have changed throughout time. Furthermore, this assessment is quite useful in determining whether or not the support is properly used in a given year when compared to the previous year. The operation's working capital adjustments and reserves are also identified through this examination.
Cash Flow Analysis: 
  This inquiry can reveal the evolution of money from one period to the next. Aside from that, find out the explanations for cash fluctuations and changes between two periods. It considers money derived from operations as well as the evolution of cash through time.
Examples of corporate objectives of companies and how management accounting offers assistance in accomplishing those objectives:
Setting Benefit Goals: 
  Many senior trade pioneers are responsible to their financial specialists for the benefits and misfortunes that they bring about whereas they are at the rudder of commerce operations. They don't take off commerce choices to chance and require an awesome bargain of data to the monetary execution of their companies.      Administrative accountants can gather the proper sort of data, analyze the information and decipher it into the data that decision-makers got to build up long-range benefit objectives. For illustration, these bookkeepers have got to their companies’ monetary information over the undertaking and down to the trade unit level. The money-related data given to senior pioneers by administrative bookkeepers permits them to reevaluate their products’ estimating procedures and evaluate their understandings among their dissemination channel accomplices to optimize benefits.

Creating Acquisition Strategy:
 
  While a company’s mission and vision articulations are the establishments for its operations and plans for solid development, it is the money-related data given by administrative bookkeepers that bolster the choices that offer assistance to the company to reach its high-level objectives. This money-related data is routinely utilized to form securing procedures. Procurement processes are used to identify cost-cutting opportunities through mergers and divestitures, as well as to enhance esteem development for firm financial experts by selecting winning trade buys. For illustration, numerous businesses comprise of companies that surge the showcase with overabundance stock which drives down the costs for merchandise that are created. A procurement methodology of a company may be to buy a competing trade to enter an advertisement and to kill overabundance capacity issues through the union of fabricating endeavors. Sometimes recently corporate administrators choose to move forward on such a methodology, they would counsel administrative bookkeepers to decide in case the long-term comes about of their activities will deliver the specified execution changes.




image1.jpg
Prifysgol Cymru

Y Drindod Dewi Sant
University of Wales
Trinity Saint David





