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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]

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


(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]

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





QUESTION 2

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

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

















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]

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


(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]

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


Answer:

a) Calculate the break-even point (in units and revenues) of product A for Kerrigan Ltd. 

 contribution per unit = 11-6 = £ 5
 break event point = 350000/5 = 70000 units.

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

Profit = (75000-70000) x 5 = 5000 x 5
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.

  new costs = 350,000 + 10,000 = £ 360,000
  new cost for 1 product = 6 + 1 = £ 7
  new sale price = £ 13
  number of sales 80,000 pieces

  contrib. per unit = 13-7 = £ 6
  break event point = 360000/6 = 60000 units
  Profit = (80000-60000) x 6 = 20000 x 6
  Profit = £ 120,000

d) Discuss the limitations of break-even analysis.

Non-linear relationships e.g, between earnings fee and quantity. identical issue for prices and quantities. can also first-rate artwork inner a relevant range no longer easy for multi-product firms. Also hard for one-off jobbing type companies- wherein each object produced is exceptional. same in case you exceptional make one of the object. As a result of the cost of advertising increases the price of a product and the number of products that are sold and thus increases profits.




QUESTION 2

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

Answer:
The importance of management accounting 
management accounting is very useful and hence is getting used widely now. The advantages are as follows:

Making plans
In management accounting, the monetary facts and non-economic facts is provided at everyday intervals say weekly, fortnightly to the control. This presentation includes forecasts, budgets, and in-depth analysis. as a result it assists the control in planning the enterprise activities.

decision making
due to the fact that management accounting gives numerous charts, forecasts, and evaluation the management makes use of it for choice making.

perceive early signs and symptoms of troubles
If a product is not performing properly the management can identify it early on as the bills are presented at regular durations. this can resource in overcoming the restrictions early on and keeping off destiny losses.

Strategic control
based at the records presented in management accounting, the control could make selections about continuing a product or modifying the sale approach. given that control accounting isn't always regulated by using any law, the management can decide the areas that require more evaluation, investigation and therefore draw up techniques.


Differences Between Financial Accounting and Management Accounting
1. monetary Accounting is the branch of accounting which keeps tune of all the economic records of the entity. control Accounting is that branch of accounting which facts and reports both the monetary and non financial data of an entity.

2. users of financial accounting are both the internal control of the organization and the outside parties at the same time as the customers of the management accounting are simplest the internal management.


3. economic accounting is to be publicly said while the control Accounting is for the usage of the enterprise and therefore it is very exclusive.


         4. handiest monetary statistics is contained in economic accounting. As towards this, management accounting includes each economic and non-monetary data including the wide variety of people, the amount of uncooked material used and sold, etc.
five. economic Accounting is accomplished in the prescribed format, whereas there may be no prescribed layout for the management Accounting.

         6. economic Accounting focuses on offering information about the functioning of the entity’s business to its customers, whereas management Accounting specializes in offering data to assist them in evaluating the overall performance and devising plans for the destiny.

         7. The financial Accounting is in particular carried out for a selected duration, which is normally 12 months. alternatively, the management accounting is performed as per the wishes of the management say quarterly, half of every year, and so forth.
eight. financial accounting is a have to for any employer for auditing purposes. on the contrary, control accounting is voluntary, as no modifying is performed.
nine. financial accounting data is required to be published and audited by way of statutory auditors. not like, control accounting, which does no longer require records to be posted and audited, as they may be for internal use handiest.


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

1. The Margin analysis - Margin analysis is mainly concerned with the incremental blessings of optimizing production. Margin evaluation is one of the most essential and crucial strategies in managerial accounting. It consists of the calculation of the breakeven factor that determines the top-quality sales mix for the employer’s merchandise.

 
2. The Inventory valuation and product costing - inventory valuation entails the identification and analysis of the real expenses associated with the corporation’s products and inventory. The system usually implies the calculation and allocation of overhead fees, in addition to the evaluation of the direct prices related to the cost of goods offered (COGS).

 
3. The Capital budgeting- Capital budgeting is concerned with the analysis of statistics required to make the necessary selections associated with capital expenses. In capital budgeting evaluation, managerial accountants calculate the internet gift value (NPV) and the internal fee of return (IRR) to help managers to decide on new capital budgeting selections.
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