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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]
Contribution per unit = Selling price per unit – Variable cost per unit = 
                                                                           £ 11 - £ 6 = £ 5

Break- even point = Fixed Cost/contribution per unit = 350,000/5= 70,000 units

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

Profit = (Units sold – Breakeven point) x Contribution/unit
Profit = (75,000-70,000) x £ 5 = £ 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 Variable cost = £6 + £1 = £7
New Contribution per unit = £13 - £7 = £6
New Fixed costs = £350,000 + £10,000 = £360,000
New BEP = £360,000/£6 = 60,000 units
New profit = (80,000-60,000) x £ 6 = £ 120,000

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

Many companies use break-even analysis as a useful and popular tool. However, there are limitations of using this method, such as unrealistic assumptions - products do not sell for the same price and the fixed costs can change; sales are unlikely to match the production — there could be some stockpiling or altered goods; variable costs aren't necessarily constant, for example, when production increases, the company may be able to purchase materials at reduced prices (purchasing power), lowering variable cost per unit. Also, because most companies sell multiple products, calculating the business's break-even point becomes more difficult.
Break-even analysis is more of a planning tool than a decision-making tool.





QUESTION 2

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

The primary distinction between managerial and financial accounting is related to the intended users of the information. Managerial accounting information is intended to assist managers within the organisation in taking business decisions, whereas financial accounting information is intended to provide financial information to parties outside the organization and must conform to generally accepted accounting principles.
Management accounting is the process of creating management reports and accounts that provide managers with precise and timely financial and statistical information that they need to make day-to-day and short-term decisions. Management accounting is accounting that is related to management.  The primary goal of management accounting is to reform the entire accounting system so that it can serve the organization's operational needs.
Management accounting produces monthly or weekly reports for an organization's department heads and management. These reports typically show the amount of available cash, sales revenue generated, the number of orders in hand, the state of accounts payable and receivable, outstanding debts, raw materials and inventory, as well as trend charts, variance analysis, and other statistics. A good management accounting system provides high-quality, timely information to those who need it.
In a complex business, systematic management planning is essential. A data system is required to assist management in investigating, evaluating, and verifying the operation of each division or unit for decision-making in order to achieve the business's goals. Management accounting is critical for meeting the needs of management. Management accounting measures and reports relevant information to management, assisting in the achievement of corporate goals. It is critical that the information provided to management be relevant and issue-based for management to focus on the real issue and reach a specific conclusion.
Management accounting determines the goals based on the information available and attempts to determine the path to which that goal will be achieved.

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

Management accountants must examine and convert data into useful information that can be used by the company's management in decision-making. They intend to provide detailed information about the company's operations by analysing each individual cost, operating activity etc. and to achieve its objectives, they employ a variety of techniques, including the following:

Break-even analysis
Break-even analysis is a technique commonly employed by production managers and management accountants and enable them to determine the “break-even point”. It is based on categorising production costs as "variable" (costs that change as the output of the production changes) or "fixed" (costs not directly related to the volume of production).
Total variable and fixed costs are compared to sales revenue to determine the level of sales volume, sales value, or production at which the company does not make a profit or a loss (the "break-even point").
Break-even analysis is a useful tool to establish prices, costs of materials and labour, planning production or investing in creating new products and services.

Cost control
Cost control means searching for better and more cost-effective ways to complete each operation. Simply put, cost control is the prevention of waste within the business and consists of agreed-upon operating procedures for which standards have been developed.
One of the most important elements of a project cost management tool is cost estimation, which is the practice of forecasting the price of a complete project with a defined scope.
There are several types of cost estimation, including fixed, variable, direct, and indirect cost estimation. Because the project scope, project schedule, or other factors can change, it is critical to update price estimates using cost management software so that you have an accurate idea of how much the project will cost.

Budgeting
A budget is a financial strategy. It is a financial projection (forecast) of what will occur if certain strategies and decisions are implemented. This is something that we all do whether in our personal life or in managing a company. It entails determining long-term and short-term financial objectives, developing financial policies, and developing the financial procedures to achieve the proposed goals.
Budgeting is an essential component of the business planning process. Business owners and managers must be able to predict whether a company will make a profit or not. The goal of budgeting is to provide a model of how the business might perform financially if certain strategies, events, and plans are implemented.
When creating a Business Plan, the managers attempt to forecast income and expenditure, and thus profitability.
The goal of budgeting is to provide a financial framework for decision making, such as whether or not the proposed course of action is something we have planned for. Spending must be tightly controlled when running a business responsibly.
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