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Answer 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 sales 75,000 units.
Required:
(a)
Calculate the break- even point (in units and revenues) of product A for Kerrigan Ltd.
Current selling price is £11
Fixed cost- £350,000
Currently sells-£75,000
Variable cost-£6
[bookmark: _Hlk80966786]Formula: Contribution per unit= Selling price per unit-Variable cost per unit 
£11-£6= £5 (contribution per unit)
Formula: Break- even point=Fixed cost/Contribution per unit
£350,000/£5=70,000 units
[bookmark: _GoBack]
(b)
Calculate the profit made on sales of 75,000 units.
Formula: Profit=revenue-variable cost-fixed cost
Revenue 
75,000 x £11=825,000
Variable cost 75,000•6=450,000
Fixed cost =350,000
825,000-450,000-350,000=25000
Formula: BEP and revenue= BEP in units multiplied by Salles price per units
70,000 x £11=£770,000

(c) 
The company will make an advertising campaign costs £10,000 and will improve the product specification, 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 80,000unites. Calculate the new profit figure for the improved product.
New fixed cost = £350,000+£10,000= £360,000
Selling price-£13
Variable cost-£7
[bookmark: _Hlk80970235]Formula:  Contribution per unit=Selling price per unit-Variable cost per unit 
£13-£7=£6 New contribution per unit is £6
Formula: BEP=Fixed cost/contribution per unit 
360,000/£6=£60,000
New BEP is £60,000
BEP in revenues is
£60,000 x £13=£780,000
formula: Profit = Revenue-Variable Cost-Fixed cost 
Revenue: £80,000 x £13=£1,040,000
Variable cost: £80,000 x £7=£560,000
Fixed cost: £360,000
£ 1,040,000- £560,000- £360,000=£120,000
New Profit is 120,000


d)

Break-even analysis is an important financial metric. This is an analysis of the current break-even point that can be done at each time the owner of the business decides. The reason is to find out whether the business is going as planned and if not, then the owner must take decision how to handle on the situation, for example change of pricing strategy. Decision making only based on break-even analysis in not very useful, because this tool of analysis got a lot of limitations.
Some of the limitations of the break-even analysis are that:
1. They can lead to unrealistic assumptions, because prices and fixed cost can vary at different levels of output. 
2. Sales also vary influenced by different factors. There could be also waste of output too.
3. Demands can not be predicted by this analysis, that is why at the end of period the business could have loss, made by wrong ambitions.
4. Depends of the accuracy of the data used, especially when dealing with fluctuating costs
5. Mostly useful for small businesses with one price point, because it is too simple to handle company with multiple products with multiple prices. 
6. Variable costs vary.
7. It also ignores competition, which is one of the general factors influencing sales and prices. 

That is why, it’s best when conducting break-even analysis, to do use other and more reliable profitability metrics, such as net profit margin, which can provide the best overview of the business’s financial health. 


Answer question 2

a) Management accounting is important for the management body, so that the information provided can help in temporary and long-term planning, decision making, and control. If managers are planning long-term investment, then the management accounting will serve their needs. Management accounting is used to assist internal users to support the company in making well-informed business decisions. 
Financial accounting is more detailed, because it deals with the tax calculations, and needs precise information. Financial accounting is a strictly controlled activity and must meet certain standards, such as all national as well as international generally accepted accounting principles, if the business is international.
b) The managing accountant has the obligation to prepare financial and statistical information. This information helps managers make their daily decisions. Such as statements of the company's cash, what are the sales revenues for a certain period. Also, what is the state of the company's liabilities or receivables of the company. For example, if a statement of financial position is required, it may be prepared for a specified period of time, which may be different from the trial balance and the profit and loss account, although the data may be taken from the trial balance, but must be adjusted by the date the statement of financial position is required.
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