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QUESTION 1: Kerrigan Ltd makes and sells product A. The current selling price is 11£ and total of variable costs per unit is 6£. The fixed costs of production are £350,000 and the company sells 75,000 units. 

1 a) Calculate the break- even point (in units and revenues) of product A for Kerrigan Ltd. 
Contribution per unit = Selling price per unit – Variable costs per unit 
Contribution per unit = 11£ - 6£ = 5£ 
Break even point = Fixed costs / Contribution per unit 
Break even point = 350,00/5 = 70,000 units 

1 b) Calculate the profit made on sales of 75,000 units.
Profit = (75,000 – 70,000) x 5 = 25,000£ 

1 c) The company will make and 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 sales is expected to be 80,000 units. Calculate the new profit figure for the improved product. 
New selling price – 13£
New variable costs – 6£ + 1£ = 7£ 
New contribution – 13£ - 7£ = 6£
New fixed costs – 350,000£ + 10,000£ = 360,000£ 
New sales volume – 80,000 
New BEP = 360,000/6 = 60,000 units 

1 d) Discuss the limitations of break – even analysis. 
First limitation assumes two mainly types of costs – fixed and variable costs for a product. But in practice it is not possible to have constant figures for fixed costs, variable costs and even for the price of the product. There can be an increase in fixed costs and that will have effect to brings down variable costs. Especially if there is more than one product, for one will be with large fixed costs but not variable costs, and for the other product will be large amount of variable costs but small in fixed costs. In this case the calculation of profit and cost will be extremely vary. Calculation of breakeven point does not consider economies of production or any discount received when it is purchased the product or material. This makes the concept of breakeven analysis applicable in short run only and has limited utility. In break-even analyse it is not considered that all products or materials are being produced and also sold without inventory. This is impossible, because there is always opening and closing stock. It does not consider the maintenance cost or stock out cost, also not consider the return on investment, that is important part of financial efficiency. Break-even analyse is only limited view, only showing relations between costs, volume and profit. 

QUESTION 2: 
2 a) Discuss the importance of management accounting, and how it differs from what financial accounting provides. 
   Management accounting is used to assist the management of any organization with the functions – planning, organizing, controlling and directing. The similarity with financial accounting is that costs are recorded, data is processed and converted to reports for managers. This provided data shows the growth of the organization. The information that is content, is a tool to analyse and making a decisions or planning. Management accounting helping in business for achieving a goal by budgeting control and costing. The decisions are with qualitative information, because it can not be measured with money. Using very easy and understandable techniques like a standard costing, control accounting and marginal costing. With the information from management accounting can be collected information to resolve problems with solutions. The information from which depends to be taken decision, depends from financial statements and helps for bigger productivity and efficiency of the organisation or business.  Managers using this information for short term or daily decisions for managing reports. Johnson and Kaplan (1987) stated that management accounting system evolved to encourage and assess the efficiency of internal processes and not to measure the overall profits of the organization. Cost control in management accounting helps for making judgements, to measure performance and even reduction the price of the product. There are some limitations of management accounting, like don`t deal with actuals and can not be expected success. Not every business can afford management accounting, because is expensive for small businesses. 
  The differences between financial and management accounting are the legal requirements, some companies must to make a annual financial report, while in management accounting is optional. Financial accounting describes whole of the business, management accounting only different parts. Financial statements should be prepared by the regulation of the standards, while management is giving more information that will be useful for management needs. Financial accounting reports are for the past and management accounting is for the future. 
   Management accounting is required for the situation of the business, reaches performance evaluation and making better future for the organization.


2 b) Discuss three techniques by which the management accountant can achieve the objectives of management accounting. 
Break even analysis is a process for a business to analyse the profits that will be earned from the sales revenue and cost that is being spent for the product. They are two mainly types of costs variable and fixed costs. Variable costs can change from thee increasing of the productivity, while fixed costs are constant. It is very simply to understand and calculate the point from which going to earn profit.  It is helpful to understand how to reduce the price of the product or allowing any discounts to the customers. Can be calculated any movement in variable cost or any change in the production to profitability. If is been made a lot of production. If is higher break even point will be more difficult to be run the business in long-term. The contribution per unit it gives an ides about profit earning capacity and to be created further plan. Also, helping for buy decisions, if the break even point is so high, maybe will be better to buy the product from another organization instead of produce it. When is making decisions for selling price, should be concern the market, type of the market and conditions. Break even analyse is the first step before making any decisions for cost, quantity and price of the product. 
Budgeting is one of the supporting devices in management accounting. When plan is converting in a budget is called budgeting. Budgeting can be very complicated especially in bigger organisation, but in small organization the budget can be written on a piece of paper. The budgets are drawn by the managers and they must to achieve planning and controlling. To planning future income and controlling the expenditures. Without budgeting never can be tracked what is produced and what is spent, and also some potential losses.  Every company should have budgeting to present the past and future business activities, and the goals for the future. 
Capital investment appraisal is a planning process for investment for long and short term. Capital investment include property, equipment, new machinery, advertising. The technique using for capital investment are Net present value, rate of return, profitability index, pay back period, discount pay back period. Net present value measures the cash in-flow, is it on shortfall or meet the expectations. Accounting rate of return compares the profit that can be earned from potential investment, preferred with higher rate of return. Profitability index is a calculation of value per unit of investment, or profit investments ratio that calculate the profit of the money invested. Pay back period, the time that will return the investment. And discounted pay back is the same like a pay back, but with discounted price. All of these techniques are used to for projects and ranking them. The most important key for a good project is to be with high profitability.   
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