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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] 
 
 
 
 
Selling price per unit: £11
Variable costs per unit: £6
Fixed costs for 75,000 units: £350,000
Fixed costs per unit: £4,67

Question 1 (a)

Contribution per unit = Selling price per unit – Variable costs per unit
Contribution per unit = 11 – 6 = £5

Break – even point = Fixed cost/contribution per unit 
Break – even point = 350,000/5 = 70,000 units 
70,000 x 11 = £770,000

Question 1 (b)

Profit = (Sales – break – even point) x contribution per unit
Profit = (75,000 – 70,000) x 5 = £25,000 

Sales = 75,000 x 11 = £825,000
Costs:
Vc = 75,000 x 6 = £450,000
Fc = £350,000
Profit = 825,000 – 450,000 – 350,000 = £25,000

Question 1 (c)

New selling price = £13 (£11 + £2)
New variable costs = £7 (£6 + £1)
New contribution per unit = 13 – 7 = £6
New fixed costs = £360,000 (£350,000 + £10,000)
New sales volume = 80,000 units 
New BEP = 360,000/6 = 60,000 units = 60,000 x 13 = £780,000
Profit = (80,000 – 60,000) x 6 = £120,000
Profit =1,040,000 (80,000 x 13) – 560,000 – 360,000 = £120,000

Question 1 (d)

Some of the limitations of the break – even analysis are mostly based on assumptions. When we calculate the break – even point in units and revenue, we assume that all of the products will be sold at the expected price. Most of the times that’s not the case and either the quantity or the selling price varies. To achieve the set goals, the company might need to either reduce the selling price which corresponds to producing more quantity of the product. The company may try to buy bigger quantities of the material needed for the product so the ‘bulk’ price can be less. Doing a break – even analysis is not that simple for a multi – product firms, it’s hard to plan all of this when you are producing multiple products with different manufacturing and distribution costs and selling price of course. Same goes for companies which sells their services, because each job they do or every item they produce is different, it’s hard to assume how much the costs will be and how much clients it will have, so making a break – even analysis might turn out to be not so useful at the end. Achieving the set goal from the break- even point calculations will not always be easy, but with the right set of mind and management skills I think that it may be very possible.

Question 2 (a)

Management accounting, also referred to as managerial accounting, is the process of finding, measuring, analysing, interpreting, and presenting financial data to managers in order to achieve a company's objectives. (Ross, 2021) Distinguished by the fact that it is focused on present and future trends rather than previous performance. For instance, calculating how much your company should charge for a new product and evaluating how much income a new line of products is capable of producing are both instances of managerial accounting business issues. Determining when to replace your workplace computers is also a difficult task. Management accounting must depend on forecasting markets and future trends since company executives are continuously required to make operational choices in a short period of time. (Bentley university, 2021) 

Financial accounting is documenting, summarising, and reporting to the public or regulators the flow of activities and business output resulting from company activities across time. (Ross, 2021) This enables the board of directors, shareholders, prospective investors, creditors, and banking institutions to examine how the business fared in the past. These reports are submitted once a year. The reports must be made public if a firm is listed on the stock exchange. (Bentley university, 2021) 

Managerial accounting varies from financial accounting in that its goal is to help internal users in making well-informed corporate choices. (Ross, 2021)
Despite the significance of financial accounting to current and prospective investors, managers need management accounting to make current and future financial choices for their company. The second distinction is that financial accounting is precise and must follow Generally Accepted Accounting Principles (GAAP), while management accounting may be based on a guess or estimate since most managers do not have time to get accurate figures before making a decision. (Bentley university, 2021)




Question 2 (b)

The management accountant can achieve the objectives of management accounting by implementing techniques like:
1. Financial Planning
2. Budgeting
3. Capital Investment appraisal 

1. Financial Planning

Financial planning is the process of determining in advance which financial actions are required for a company to accomplish its main goals. It include defining the company's long and short-term financial goals, creating financial policies, and designing a financial process to meet those goals.

The importance of financial policies in achieving the highest possible return on invested capital cannot be overstated. Financial policies may regulate the quantity of capital needed, the sources of money, the determination and distribution of revenue, the use of debt and equity capital, and the calculation of the optimal level of investment in different assets, among other things. (Singh, n.d.)

2. Budgeting

There are different types of Budgeting techniques, some of which are Activity-based budgeting, Zero-based budgeting, Cash flow budgeting.

The goal of activity-based budgeting is to concentrate on the outcomes you want to accomplish. If your business wants to achieve a particular value or make $25 million in sales, for example, you'd work backward to figure out which activities would achieve that goal, and then finance them appropriately. (Divvy, 2020)
The greatest approach for reducing excess expenditure is zero-based budgeting, but it is a considerably more time-consuming procedure. Complete budget management and visibility enables for deliberate spending and saving. Finding methods to achieve savings objectives, which are critical for a small business's safety, may be most successful using zero-based budgeting. (Divvy, 2020)

What can you do if you run out of cash owing to a lack of income or excessive spending in your business? There are methods to improve your business's cash flow, but ideally your budgeting approach includes a safety net, such as a solid savings account or possible lines of credit. (Divvy, 2020)




3. Capital investment appraisal 

Capital budgeting or investment appraisal is the process of analysing data in order to make the appropriate choices about capital expenditures. Managerial accountants use capital budgeting analysis to determine the net present value (NPV) and internal rate of return (IRR) to assist managers in making new capital budgeting choices. (corporatefinanceinstitute, 2021) 

Investment appraisal techniques applied economic concepts to asset replacement and expansion choices, generally disregarding the larger context of strategy development and execution; as a result, non-financial variables and risk levels were not usually adequately assessed. (Elaine Pamela Harris, 2021) 

Long–term or strategic investments, such as new products, processes, technology, markets, supply networks, mergers and acquisitions, are now the focus of capital budgeting. It may also be argued that maximising of shareholder wealth is still considered to be the most essential goal for businesses. Other kinds of organisations will be discussed later.
Capital budgeting has been criticised for failing to keep up with changes in product complexity, advanced manufacturing technology (AMT), labour habits, globalisation of markets, shorter product life cycles, and computer–aided design and production. (Elaine Pamela Harris, 2021)
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