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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]

[bookmark: _Hlk81001089]BEP = Fixed cost / Contribution per unit
Contribution per unit = Sales revenue per unit – Variable cost per unit
Contribution per unit = £11 - £6 = £5
· BEP in units
BEP = Fixed cost / Contribution per unit = £350,000 / £5 = 70,000 units
· BEP in revenues
BEP = Fixed costs / (Contribution per unit / Selling price)
BEP = £350,000 / (£5 / £11) = £350,000 / £0,45 = £777.777,7

(b) Calculate the profit made on sales of 75,000 units.	        [10 marks]

Profit = (Sales – Break-even point) / Contribution per unit
Profit = (75,000 units – 70,000 units) x £5 = 5,000 units x £5 = £25,000
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 80,000 unites. Calculate the new profit figure for the improved product.                                                                           [15 marks]

New variable cost = £7 (£6 + £1)
New selling price = £13
New sales = 80,000 unites
New contribution per unit = £6 (£13 - £7) 
New fixed costs = 350,000 + 10,000 (advertising campaign) = £360,000
New BEP = New Fixed cost / New Contribution per unit = £360,000 / £6 = 60,000 units
New Profit = (New Sales – New Break-even point) / New Contribution per unit = (80,000 unities – 60,000 units) x £6 =20,000 x 6 = £120,000
New profit = £120,000

(d) Discuss the limitations of break-even analysis.                [15 marks]

The break-even analysis determines the concerns of relationships between the costs, units and the profit. There are three essential limitations (problems):

1. Non-linear relationships. The break-even analysis estimate that the total variable costs and the total revenues are aligned when plan the volume of output. In practice, the relationship enclosed by costs, revenue and volume activities are not important to form a straight-line. 
2. Stepped fixed cost. The types of fixed cost are not established over the range of activity. In practice, must take care in creating assumptions related to fixed costs. The fixed cost like advertising, salaries, administration cost, rent will increase problems. All fixed cost must have steps at each point. 
3. [bookmark: _GoBack]Multi-product businesses. For companies that produce more services or products, can be a problem in analysis of break-even, because the extra sales of product may affect another sale. Also, the fixed cost of each product can be difficult identified (Atrill & Mclaney, 2017).







QUESTION 2

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

The management accounting determines the operation of the fundamentals accounting and financial management, by creating, protecting, maintaining and expanding the value to stakeholders of a company. The management accounting is important in planning the strategy of business, in formulating the activities, and identifying the budgets of companies. Is essential in the relevance of costs when making management decisions. Also, consider the management accounting important in providing financial and non-financial information of organization. In addition to the importance of management accounting a key function is a control. That function determines the efficiency of use of resources, the accomplishments, values and assets of company. Also, control the corporate governance and internal activities. The management accounting differs from financial accounting through privacy, distinguish target and aim, details, financial and non-financial information, frequencies (Atrill & Mclaney, 2017). 

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

The objectives of the management accounting like defining and distinguish the relevant costs, fixed and variable cost, deduction of break-even point for some activities and discussion of its usefulness, relationship between cost, volume and profit; demonstration of the way in which the marginal analysis is used in make decisions, can be achieved through three essential techniques: 
1. break-even analysis – is the activity by which can deduct the break even point (BEP) of some operations by determining relationship between cost, volume and revenue. The BEP determine the point where revenue will equal to total cost.
2. Budgeting represents a short-term of financial plan. The term can be one year or less. It’s important by the companies to prepare a budget because:
·  to plan the future
·  to determine the mission and adjectives by implementing the mission statement
· to identify the position analysis 
· to assess the strategic plans
· to formulate the budget (periodic, continual or rolling)
· review, control and perform
(Wood & Sangster, 2012)
The budgets are prepared in columns for each month. Each budget is linked to each other. By determining the factor of limit, can deduct the level of activity, using the outputs.

3. Capital investment appraisal – represents the method of evaluating project and of investment decisions. The evaluating projects can be made by following methods:
· Payback period
· accounting rate of return (ARR) – a average profit deducted from investments determined in percentage of average investment made. 
· net present value (NPV) present current value of cash flow correlated with an investment.
· internal rate of return (IRR) represent a discount rate for an investment used to cash flow that generate the NPV to zero
(Drury, 2015)
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