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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]

Selling price - £11
Total variable cost/unit - £6
Fixed costs - £350,000
Units sold – 75,000

Contribution Margin Unit (CMU) = Selling price per unit – Variable Cost per unit
			CMU= £11 - £6
			CMU=£5
Break-Even Point Units (BEPU)= Fixed Costs ÷ CMU
		BEPU= £350,000 ÷ 5
		BEPU= 70,000 units
Break-Even Point Revenue (BEPR)= Break-Even Point Unit x selling price per unit
		BEPR= 70,000 x £11
		BEPR= £770,000

(b) Calculate the profit made on sales of 75,000 units. [10 marks]
Sales Revenue = units sold x selling price per unit
                           = 75,000 x £11
                           = £825,000
Variable Cost = units sold x variable cost per unit
                         = 75,000 x £6
	           = (£450,000)
Fixed Costs = (£350,000)
Profit = SR – VC – FC
           = £825,000 - £450,000 - £350,000
           = £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. [15 marks]

Selling price - £13
Total variable cost/unit - £7
Fixed costs - £360,000
Units sold – 80,000
Sales Revenue = units sold x selling price per unit
         	            = 80,000 x £13
                          = £1,040,000
Variable Cost = units sold x variable cost per unit
                         = 80,000 x £7
	           = (£560,000)
Fixed Costs = (£360,000)
Profit = SR – VC – FC
           = £1,040,000 - £560,000 - £360,000
           = £120,000 

(d) Discuss the limitations of break-even analysis. [15 marks]
	Break-even analysis has various disadvantages in addition to its benefits and applications. Break-Even Point analysis assumes that the company will sell all the stock that the company has. We have to take into consideration that the sales prices are not constant and that production and sales are not the same. 
	The presence of semi-variable costs is ignored, regardless the fact that the majority of the costs are not totally fixed nor variable. If output increases or drops significantly, fixed costs may alter. The analysis ignores any rise in stock levels, when production volume exceeds the overall sales, or when the overall sales surpasses production levels.

QUESTION 2

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

	Financial accounting is mostly focused on coordinating and reporting the organisation`s financial transactions to its shareholders, unlike management accounting which focuses mainly on internal reporting to help decision-making. 
Managerial accountants have to analyse certain events within the organisation, to translate collected data into useful information for the company`s management group for decision making process and to achieve organizational control and improve the effectiveness of the company. 

	
	Financial accounting
	Managerial accounting

	1. USERS
	· Management group
· Shareholders 
· Government 
	· Management group 

	2. TIME FOCUS
	· Focused on past and present figures
	· Focused on future projection

	3. OBJECTIVES
	· Recording data and financial transactions 
· Establish financial position
· Determine profit or loss 
	· Help management in decision-making process
· Formulating organization`s policy
· Projecting data for future 

	4. PRINCIPLE FOLLOWED
	· Governed by GAAP
	· No set principles are followed

	5. REPORTING FREQUENCY
	· Usually end of year
	· At management requirements 

	6. Information recorded 
	· Monetary transactions ONLY
	· Both non-monetary and monetary transactions


	Management accounting it is very important for the organisation. The techniques and processes within management accounting are focused on both financial and no-financial information, and used by the people in the company they will be able to make better decisions and have control over the organization and its effectiveness.
	Entrepreneurs can contribute towards growth of the organization by focusing on key areas such as marketing, business financing product development. It is very important that they have access to reports on a regular basis, that show the performance of the company or underlying issues of the business at a given time. The reports can provide both qualitative and quantitative data. This leads to increased efficiency, maximizing profit, improved customer service, enhancing management control, measuring performance, proper planning for future of the business.  

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

1. Internal audits 
Internal Audit is a group of trained people within an organization that is responsible with giving unbiased, independents reports of frameworks and business associations. The goal of Internal Audit is to offer senior management group an unprejudiced source of data in regards to the company risks, control environment, functional efficacy and consistence with the laws and government guidelines.

Budgetary control
Budgetary control is a technique used by managers to achieve and set financial objectives within a budget. Comparing it with the actual results and adjust the performances of the company accordingly. 
Budgetary control it is a continuous process, and it helps the managers to have control over the organisation by planning and coordinating. This technique also helps with policy formulation. When the budgetary control is effective, the company achieves cost control and cost reduction. The advantages of this tool are:
· Maximisation of profits
· Effective coordination
· Evaluation of performance 
· Clear targets and goals
· Revelation of weaknesses
· Continuously correction of performance
· Inefficiencies reveal of products/activities 



		Management reporting
		The management accountant submits various reports based on the requirements of the management group. These reports can show the weaknesses and strengths of the business in different operating areas of the company.
The goal of management reporting is to:
· Measure and monitor performance metrics and KPIs.
· Establish benchmarks
· Ensure that stakeholders, colleagues, and executives are communicating effectively
· Plan your next steps 
· Formulate an action plan.
· Keep a close eye on your performance.
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