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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.

(b) Calculate the profit made on sales of 75,000 units.

(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.

(d) Discuss the limitations of break-even analysis.


QUESTION 2
(a) Discuss the importance of management accounting, and how it differs from what financial accounting provides.
(b) Discuss three techniques by which the management accountant can achieve the objectives of management accounting.


QUESTION 1 
Answer (a)
Contribution per unit = selling price per unit – variable costs per unit
11 - 6 = 5 units
Break-even point = Fixed cost / contribution per unit
350.000 / 5 = 70.000 units

Answer (b)
Profit: sales volume-breakeven point x contribution per unit
(75.000 – 70.000) x 5 = 25.000 units

Answer (c)
New selling price = ₤13
New variable costs = ₤7 (6 + 1)
New contribution = ₤ 6 (13 – 7)
New fixed costs = (350.000 + 10.000) = ₤360.000
New sales volume = 80.000
New BEP = 360.000 / 6 = 60.000 units
Profit = (80.000 – 60.000) x6 = ₤120.000

Answer (d)
For many companies and enterprises, the break-even analysis is a valuable and convenient technique. But companies should also take in consideration the limitations of this procedure.
The following is a breakdown of the main issues that this analysis involves, and which can create difficulties especially for the new business :

Unrealistic assumptions — items at different output levels are not sold at the same price, and when the output changes the fixed price will change.
Sales are unlikely to be the same as the output  — stockpiles or waste output may also accumulate.
Variable costs do not always stay the same — the company could be able to purchase inputs at a reduced price (buying power) when output increases, reducing variable costs per unit.
Selling more than one product — makes it more difficult for the companies to calculate the break-even point.
For more accurate results, the break-even point analysis should be considered more as a planning support and not to be relied on it as to a decision-making tool.


QUESTION 2

Answer (a)
What is management accounting?
Management accounting, often known as management accounting, is utilised by managers and directors to make choices about a company's everyday operations. One distinctive element of managerial accounting is that it is centred on present and prospective trends rather than past performance. 
For instance, assessing how much your company should charge for a new product and analysing how much profit a future product line is capable of earning, or as another example, determining when to renew the computers in your office, these are all elements of marketing that are encountered within the discipline of managerial accounting. Management accounting must rely on forecasting markets and future trends since business executives are frequently required to make operational decisions in a short amount of time. 
What is financial accounting?
Financial accounting is being used to present the financial health of a company to external stakeholders, which enables the board of directors, stockholders, future investors, creditors, and financial institutions to understand how the company functioned in the past. 
The financial accounting reports are submitted once a year, and whenever a corporation is a publicly traded company on the financial market, the reports should become available in the public record. The financial accounting program teaches how to produce, examine, and analyse financial accounts. 
What is the difference between the two?
Between financial and managerial accounting, two main distinctions exist.
The primary distinction is that management accounting is purposed for the internal community of a firm, whereas the financial accounting is intended for the external audience.
Despite the importance of financial accounting to existing and potential investors, management accounting is required for managers to make present and future economic decisions for their company.
The second distinction would be that the financial accounting is precise and must follow Generally Accepted Accounting Principles (GAAP), however management accounting can be reliant on a guess or estimate judgement as most managers do not have luxury of time to obtain correct statistics since they need to make a rapid decision.

Answer (b)
1. Financial Planning
The financial planning defines the company's long-term and short-term financial targets, setting and developing financial policies and methods, and also predetermines essential financial operations, which are all needed in order to accomplish its main goals.

No emphasis should be placed on the role of financial policies to be able to achieve the maximum return on capital. Financial policies could also be related to the determination of the capital requirements, sources of funds, income determination and distribution, operating as a reference in debt and equity capital use and determining the optimal investment level of diverse assets.
2. Financial Statements Analysis
The financial statement analysis purpose is to try and evaluate the importance and relevance of the financial statement records, so that future profits, interest payment and debt maturity and profitability prospects of a good dividend policy may be predicted.
 These techniques are based on comparation of financial statements, trend analysis, cash funds flow statements and the ratio analysis. The outcome of this analysis is to present the data which is going to assist managers, investors and creditors.
3. Marginal Costing
For profit maximisation, decision-making and cost control, the management accountant is making use of the break-even analysis, and marginal and differential costing techniques.
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