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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]


Calculation of Breakeven Point in Unit

Fixed Cost

	Contribution Per Units

	Sales Revenue 
	11 x 75 000
	825 000 

	Less Variable Cost
	6 x 75 000
	450 000

	Total Contribution 
	£375 000



Contribution per unit = total contribution/number of units

(a) Selling price per unit – Variable cost per unit = Contribution per unit
 
11 – 6 = £5 ( Contribution per unit)

Break- even point = (fixed cost / contribution per unit)

Break- even point in units = 350 000/5

Break- even point in units =  700 000 units

Calculation of break- even point in revenue

Break- even point in revenue = Fixed cost x sales price per unit
Contribution per unit

350 000/ 5 x 11 = 770 000


(b) Calculation of profit 

	Kerrigan limited income statement extract

	Sales Revenue
	11 x 75 000
	£ 825 000

	Less Variable Cost
	6 x 75 000
	£ 450 000

	Contribution
	
	£ 375 000

	Less Fixed Cost 
	
	£ 350 000

	Profit
	
	£ 25000





(c) Calculation of new net  profit

	Kerrigan limited income statement extract

	Sales Revenue
	13 x 80 000
	£ 1 040 000

	Less Variable Cost
	7 x 80 000
	£ 560 000

	Contribution
	
	£ 480 000

	Less Advertising Cost
	
	£ 10 000

	Less Fixed Cost
	
	£ 350 000

	New Profit
	
	£ 120 000





(d)Sometimes there are unrealistic forecasts, and some of the products are not sold at the expected price. Costs are constantly at odds with the change in production. There is a possibility that the production will accumulate due to lack of sales or simply the production is stagnant, which leads to the invalidity of the product. The change in costs is not always the same. As the product's output increases, the company could benefit from low-cost raw materials, which would help reduce ever-changing unit costs.
Many companies offer more products, and thus financial statements become challenging to calculate.
Analyzed profitability can be used as an aid to planning, not just finding solutions.

 QUESTION 2


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















Financial accounting works mainly with external users, who could be creditors, analysts, investors, or auditors. Financial accounting is quite specific because principles and guidelines, also called Generally Accepted accountants, must follow accounting Principles (GAAP). These are the most important basic rules that accountants must follow in order to be able to keep and manage the company's accounting processes. They play an essential role in monitoring and setting standards in order to be able to issue reports on the financial stability of the business. Given the information we receive from financial accounting, we have a complete informative purpose. The content does not include evaluations; in most cases, it is used for investment and credit decisions in order to be able to provide it regularly or most often on an annual basis. They contain the company's information on profits, losses, reports and balance sheets, and cash flows in the reporting periods.

While financial accounting is focused on external users, management accounting is focused on internal, including management or the board of directors. This method is information for easier management of the company and making fateful decisions about the organization. Management accounting can provide more complete and detailed information as opposed to financial accounting. Thanks to various information, the leaders have a completely clear idea of ​​the overall development of the company. Management accounting does not have to meet GAAP standards. Management accounting statements can be cost research reports or analyzes and assumptions about the company's future profits.

In general, the difference between the two types of accounting is that management accounting includes detailed analytical assumptions about the future, and the accountant must provide confidential data in order to form a decision about future projects and the company's actions. While financial accounting presents old or even accounted data and current information related to the company.

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


Тhe most important things to start a business is a precise and straightforward plan with the most critical steps. In order to be able to distribute things, we can follow the following steps:

1. Financial planning

Any business organization could start by maximizing profits and do all this thanks to a good and organized financial ratio, planning, and prioritization. Therefore, financial planning is recognized as the best business strategy and achieving the best results.


2. Analysis of financial statements

Critical financial statements include the accounts for earned money, losses, and balance sheet, looking at it in different periods . This kind of consideration helps leaders know how far the rise or fall of a business has come. This analysis is made thanks to the financial statements, which analyze the size and ratio of the business.


3. Cost Accounting

This type of reporting represents all expenditures related to departments, products, and everything for which money is spent on a project. Costs are compared with pre-projected ones and compared. Thanks to these comparisons, managers receive two costs with which they can see and assess the differences between them and why this happened.
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