[image: ] 
 
 
LOCATION: LONDON   	LLEOLIAD:  LLUNDAIN 
LEVEL 4 	LEVEL 4 
EXAMINATION PERIOD 	CYFNOD ARHOLIADAU 
JUNE 2021 TERM 	MEHEFIN 2021 TYMOR 
 
MODULE CODE: LCBB4001 
COD Y MODWL: LCBB4001 
ACCOUNTING FUNDAMENTALS 
TIME:  9:00AM TO 4:00PM 
 
 
 
Name   	 	:  	GEORGE TIVGA	 	 	 	 
 
Student ID 	 	:  	2024060 	 	 	 	 	 
 
Date & Time   	:  	27/08/2021 9:00 AM 	 	 	 
                                                                                                   
 
 
 
 
 
 
 
 
 
 
 
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 = SELING PRICE PER UNIT- COST PER UNIT
   = £11 - £6
CONTRIBUTION PER UNIT = £5

BREAK-EVEN POINT = FIXED COST/CONTRIBUTION PER UNIT
				    = £350,000/£5
	BREAK-EVEN POINT = 70,000 UNITS
				    = 70,000 UNITS x £11
	BREAK-EVEN POINT = £770,000 (REVENUES)

(b) Calculate the profit made on sales of 75,000 units.           [10 marks] 
 
PROFIT = REVENUE – VARIABLE COST - FIXED COST

REVENUE = 75,000 UNITS X £11
		        = £825,000
VARIABLE COST = 75,000 UNITS X £6
			       = £450,000

PROFIT = £825,000 – £450,000 - £350,000
PROFIT = £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 REVENUE = 80,000 UNITS X £13
		      = £1,040,000

NEW VARIABLE COST = £7 PER UNIT (£6 + £1)
       = £7 X 80,000 UNITS
NEW VARIABLE COST = £560,000

NEW FIXED COST = £350,000 + £10,000 
NEW FIXED COST = £360,000

NEW PROFIT = REVENUE – VARIABLE COST - FIXED COST
	  	  = £1,040,000 - £560,000 - £360,000
NEW PROFIT = £120,000

(d) Discuss the limitations of break-even analysis.                    [15 marks] 
 
In the limitations of the break point analysis several points of view are included. 
The first aspect to consider is that the analysis is done only in terms of supply (only costs) and fails to reflect sales with the new price. A change in demand due to competition can affect the selling price. The fact that competition is not included in the calculation is another limitation. A new competitor can change the break-even point. The external factors as inflation and economic state can change the reflection of the analysis. Another aspect is the fixed costs. When you increase production, fixed costs are stable in the short term. In the long run, they are likely to increase. On the other hand, the variable costs are constant only in the case of the quantity of units analysed. Also, the analysis is more theoretical because it assumes that quantity of goods held in inventory is not variable. If Kerrigan Ltd were a company that produces several products, BEP analyses could only be done on one product or a certain category of products. 
As a last limitation, there is the possibility that production methods and technology may change. This aspect is directly related to the competitors because if one has more efficient technologies and methods, his quality-price ratio can directly influence the company's sales.

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

The importance of management accounting is to provide essential information for economical and structural management decisions. The management accounting is the road toward planning the executive's reports and to measure the performance of the business. It is a good indicator of the signs of problems and help for the vision of the short-term and long-term strategies on sales. 
The first difference between the management accounting and the financial accounting is that the first one is for helping the managers to choose the well-informed business decision. Although, t’s made for help the inside of the organisation. On the other hand, the financial accounting it offer information for the external stakeholders of the organisation. Help direct the company to have a transparent policy strengthening his position in front of parties involved or concerned.
The second difference between the two concepts it’s the fact the management accounting can only approximate and can differ from a organisation to other because the managers don’t have the exact numbers, while the financial management is using a set of rules General Accepted Accounting Principles (GAAP).

(b) Discuss three techniques by which the management accountant can 
achieve the objectives of management accounting.
                                        [25 marks] 
 
 
 	The management accountant can choose between a large number of techniques to achieve the set goals.
The first technique, perhaps the most important, is the Financial planning. The decisions made through financial planning directly influences the quality of management. When the company organizes a certain financial activity in detail, it has the possibility to research and discover certain problems that may occur. Planning changes the vision on the objectives both in the short term and formulates the policies and procedures that lead to the achievement of the goals.
A second technique that a management accountant can choose is the Standard Cost. This procedure calculates the standard and the instable costs in order to help the manager to take the remedial action to not repeat. The technique is used for controlling the costs of the organisation.
The last technique that I present is the Statistical and Graphical Techniques. The visual way to present the dates it’s a powerful way to give a meaningful to the information. The presentation and the charts are frequently used for helping the management to making-decisions. Informing the members of the management through the same communication channel increases the efficiency of the group which will be directly reflected on the position of the organization.
As I mentioned at the beginning, there are many accounting management techniques and the more they are implemented, the clearer the managers will have a picture of the structure of the organization they lead and will be able to control better.
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