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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
.Question 1a

Contribution per unit = Selling price per unit- Variable costs per unit 11.00- 6.00 = £5.00 CPUNIT

Break - even point = Fixed Cost/Contribution per unit =350,000/5,00 = £70,000 units
Break event point in revenues 350.000+(6 Vc per unit x 70.000 BEP)= £770.000

Question 1b
Profit made  sales of 75.000 units 
75,000 units - 70.000 BEP = 5.000units
5,000 units x £5 = £25.000 profit
Costs

Vcost= £6
Fixe cost= (£350.000)
Profit = £25.000

Question 1c
new selling price = £13.00
new variable costs = £7.00 (£6.00 + £1.00)

new contribution per unit = £6.00(£13.00 ­- £7.00) = 
new fixed costs = £ 360.000(  FC  350.000 + 10.000 increase)



new sales volume = 80.000 
new BEP = 360.000/6= units 60.000
profit = 80.000 - 60.000 =units 20.000
20.000 units x 6 = £120.000














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]

      Break-even analysis is necessary in aim to identify how much units should be produced and sold for covering the production costs, total and fixed. It is very important for companies as it lets them to identify the minimum of production that should be sold in aim to sustain the business alive and not to lose money (Tsourakidis, 2006). 

It is illustrated by the following formula: 

Break-Even Quantity = Fixed Costs / (Sales Price Per Unit – Variable Costs Per Unit)

     In the same time, the break-even analysis is a very simple model to understand the necessary ratio between sales and costs to sustain the business. That is why – before using it – managers should be aware of its basic limitations: 
•	The first disadvantage of the analysis is that it assesses the costs in a very narrow manner: just like fixed and variable costs, but neglecting how they can change within the time. Costs are never absolutely fixed, cause prices of resources and labor costs fluctuate, and it can give just a raw sum of the costs (Tsourakidis, 2006). 
•	The second big disadvantage is the negligence of the threshold effect. Usually, variable costs change much when production decreases or increases, as equipment, workers, warehouses, etc. should be added or omitted in the calculation; so overall it is not enough to calculate costs in the real business ambiance (Shrotriya, 2019).
•	The third big disadvantage is the negligence of the amortization. During the production cycle equipment amortizes and we can’t always assume the fixed costs as same during the years. (Shrotriya, 2019).

QUESTION 2


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

The management accounting is very important, as it considers many more factors and characteristics than the usual financial accounts. It has a variety of techniques and depending on which one will we use, we can get a different insight on the business itself (Habib, 2020). 

Usually, authors say that the management accounting provides the basis for planning, controlling and decision-making within the business. It is true. That is actually why and how it differs from the usual financial accounts (Abdulaali, 2020):
1. It can provide a deep look on the margins of the business – in terms of production costs, expected sales, investments, etc. what profits can the business expect and within what frames in terms of costs should it keep itself.
2. It can provide a deep look on the constraints that the business is likely to face – the constraints analysis which can be performed at the very basic level for each project to determine is it feasible or not. 
3. It can give a deep look into the future of the business – forecasting the trends that the business is going to pass through due to the economic and competition ambiance it operates within. 
4. It can give a deep look on the capitals – if the business invests now a certain amount of capital what is expected to happen with it in the future, how will it depreciate or rise, etc. including the fluctuation of currencies when the capital is in foreign currency. 
5. It gives a deep look on the shares’ fluctuations of the company. 

So, it is strongly recommended for each company, especially those which qualify as bigger than a small enterprise to hire a management accountant (Habib, 2020). 
(b) Discuss three techniques by which the management accountant can achieve the objectives of management accounting.
[25 marks]

The techniques of the management accounting aim to achieve its three main objectives:
· Planning of the business
· Control and monitoring on the business performance 
· Decision-making 
Within the great variety of the techniques that the managerial accounting uses, I think three can very well let it to achieve those objectives. 
· The best one is maybe the margin analysis and I strongly recommend it. It gives a good perspective on the margins within the business should operate – as production costs and capacities, as personnel costs, as expected turnover, etc. So on each of the three stages from the planning to the decision-making this technique is relevant and should be the basis for a good management accounting process within the company. 
· The second technique that is relevant again on the three stages of planning, control and decision-making within the business is the capital budgeting. If the margin analysis gives a more physical perspective on the business, this technique is overall its monetary analogue. So here most of the production and sales processes are expressed in money, which is quite useful as well. 
· The third technique is the trend analysis and forecasting and I find it relevant again on the three stages – planning, controlling and decision-making of the business – as it provides the management with accurate information on how does the business ambiance change. Overall, I am not an adept of the fixed static business plans and I think that every business should be flexible and constantly adapt to the ambiance. That is why the forecasting is very important: if market turbulences are expected, the business should adapt fast, e. g. by finding new export destinations or by minimizing the production until the crisis is over, etc. 

Briefly using the three techniques together could be the best solution to have an accurate and useful management accounting within the company (Marius and Coman, 2012). 
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