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ANSWER 1

Current Selling Price of Product A = £11
Variable Cost per unit = £6
Fixed Costs of production = £350,000
Current units sold by Kerrigan Ltd = 75,000 units

a) Break-even point (in units) = Total Fixed Costs/Contribution per unit of    
                                                                                       product sold
= 350,000/ (11-6)
= 350,000/ 5
= 70,000 units

Break-even point(revenues) = Break-even units sold x Selling price per unit
= 70,000 x 11
= £770,000


b) Profit made on sales of 75,000 units = (75,000 x contribution per unit) – Fixed 
                                                                                                                                   Costs
= (75,000 x 5) – 350,000
= 375,000 – 350,000
= £25,000


c) Advertisement costs to be incurred for the improved product = £10,000
New selling price = £13
Increased variable cost = £6 + £1 = £7
New expected sales units = 80,000 units



Therefore,
Total fixed costs on execution of the new proposal = £350,000 + £10,000
                                                                                        = £360,000
Changed contribution per unit = £13 - £7
                                             	= £6
Total contribution achieved = 80,000 units x £6
                                                  = £480,000
New profit figure for the improved product = £480,000 - £360,000
                                                                               = £120,000


d) Following are the limitations of Break-even analysis: -
(Pant)
· It takes into the assumption that all costs can be segregated into fixed and variable components. While it’s not practically possible to do so.
· It presumes that the variable component of costs varies in proportion to the volume of output. Although it does vary in sympathy with the volume of output, but not always in direct proportion.
· Break-even analysis assumes that fixed costs are constant at all levels of activity, rather tends to change beyond a certain level of output.
· It takes an assumption that the quantity of production is equal to sales quantity and that there is no change in the levels of opening and closing stock of finished product. These do not hold good. 
· It does not take into consideration the amount of capital employed in the business. In actuality, capital employed is an important aspect of the profitability of a concern.






ANSWER 2

a) Management Accounting is the practice of identifying, measuring, summarizing, and presenting accounting information in a way so as to assist the management of the company in the creation of business policies and regulate the day-to-day operations of an undertaking.
(Tangirala)
The importance of management accounting includes: -
· It helps the management of the undertaking in promoting efficiency.
· Assists in the interpretation of financial statements for the management to formulate future plans.
· Helps in the systematic allocation of responsibility for the implementation of plans and budgets.
· Creates a sense of harmony between the management and employees.
· The use of management accounting may control or sometimes even help in the elimination of unnecessary wastages.
· Based on the information it provides the management can take strategic decisions regarding whether to continue a product or to modify its sales strategy.


Differentiation between management and financial accounting: -
(S) 

· Financial accounting is the branch of accounting that records and reports the financial information of a company, while management accounting keeps track and reports financial as well as non-financial information of the entity.
· The financial account is available for general public access, while management accounting is for the internal use of the organization only.
· There are prescribed formats for the preparation and presentation of financial accounting, whereas there are no prescribed formats for management accounting.
· Management accounting data can be modified according to the specific needs of the end-users, whereas financial accounting data is to be presented as per the defined standards.
· Financial Accounting is mostly done for a specific period for example usually one year, whereas management accounting is done as and according to the needs of the management, say quarterly, half-yearly or annually.

b) Managerial accountants need to make an analysis of different events and the operational metrics in order to convert data into useful information that can be used by the firm for the decision-making process. Their aim is to provide detailed information regarding the company’s operations by making an analysis of each individual product, different operating activities, facilities, etc. To achieve the above-mentioned goals, management accountants rely on a variety of different techniques.
Three of such techniques which the management accountant used in management accounting are: -
(Institute) 

· Marginal Analysis
The marginal analysis takes into consideration the incremental benefits of optimizing the production. It is a thorough examination of the associated costs and the resulting benefits of specific business activity or a financial decision. It is one of the most fundamental and essential aspects of managerial accounting. It is mainly performed by those companies that target to maximize their efficiency and also enhance/improve their decision-making processes.

· Capital Budgeting
It focuses on the information needed to make relevant decisions on capital expenditure for the firm. The process involves analyzing a project’s cash inflows and outflows to determine whether the expected return meets a set benchmark. The capital-intensive projects being catered to here can be anything with regards to opening a new factory to a mandatory expansion of the workforce, for entering in a new market, or the development of a new product which would include the research and development phase for it. The various capital budgeting methods like Discounted Cash Flow analysis, Net Present Value, Cost of Capital, Payback analysis and Internal Rate of Return help the managers to make new capital budgeting decisions.

· Trend Analysis and Forecasting
It is primarily concerned with the identification and use of different patterns and trends exhibited by the cost of product/products, including the identification of unexpected variances from such forecasted/anticipated values and looking for the reasons behind such variances. It is an act of shaping a picture of what the future might look like for the business, based on what has gone on in the past. Trend analysis may be used as a failure analysis and as an early warning indicator of impending problems.
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