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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]



QUESTION 2


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

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




END







Answer:
Question 1
a)
Product A    Selling at – 11£
                     Variabile cost – 6£
                    Fixed cost – 350,000£
                    Sells – 75,000£
Contribution/unit   =selling price/unit – Variabile cost/unit   11£-6£=5£
Break even point =   Fixed cost/ Contribution   350000/5 = 70,000

Break-even Point (Revenue)= (Total Fixed Cost/Contribution as to sales ratio)
Contribution as to sales ratio= £5/£11= £0.4545 per unit

BEP is (£350000/0.4545) =£770077	


b)
 Profit = (sells – break even point) x contribution      (75,000 – 70,000) x5 =5000x5=25,000£

c) 
Advert --- 10,000£
Variabile cost--- + 1£
Selling price increase --- 13£
Salles 80,000

New Variabile cost   6+1=7£
New Selling price    13£
New Fixed cost    35000+10000=36000£
New Contribution /unit   selling price/unit – Variabile cost/unit     13-7=6
New break even point   Fixed cost/ Contribution      36000/6=60,000£
New Profit     (sells – break even point) x contribution  ( 80,000 – 60,000)x6 =20,000x6=120,000£


Question 2

a)
Importance of management accounting and its differences from financial accounting
The term management accounting justifies the system of accounting. The ways account management and its procedure evaluate more effectively carry out the conception of management accounting. The concerning matter related to management accounting is based on the information that helps to penetrate the ways of management. However, these concepts are too general in nature. 
Helps to make plans
Future activities get proper shape and supplies by effective management accounting. Both financial and non-financial matters get benefited from proper supplies through regular supervision. On the other hand, a financial account helps to prepare the statement for a selective party.
Assist while making decisions
By collecting data and with efficient analysis strategies management accounting balances the financial information. By using charts and graphs, management presents effective organizational affairs. The decision-making procedure related to financial accounting only evaluates the information for outsiders.
Measure performances
Different tools such as Fund flow, cash flow analysis, marginal costing helps to establish a balanced workforce. Variations of the performance remove flaws and correct functions. Financial accounting only portrays the summaries part of the performance measurement. 
Increase efficiency
Management accounting aims to raise the efficiency of the business organization by using its formative implication. It also sets targets to ensure systematic business flow with balanced financial support. Finding out the standard deviations with performance variety fulfills terms related to improvement. The internal workforce and its efficiency are only portrayed externally with statements and reports by financial accounting.




b)
Three techniques to achieve the objectives of management accounting
Objectives of management accounting
· Analysis of information
· To formulate analysis and planning
· Decision making
· Controlling
· Approaching ideas to operate
· Formative reporting
· Influencing organization growth 
Techniques to meet the objectives
Marginal costing
Measuring the overall expenses with effective tools and knowledge is one of the most critical paths that organizations deal with by using the help of Management accounting. Measuring overall profit and loss to understand the margin of the finance is to relate with the product performance and the gain of revenue. Expanding production by using the concept of the marginal cost associated with effective services. The segments of marginal cost are fixed cost and variable cost; these two elements help to relate to the stability of the financial condition of an organization. The cost operation depends on the value of the production and the level as well. By managing the general expenses such as employee remuneration, wages, rents, and utility costs the operating machinery helps to meet the management accounting objectives. 

Historical cost accounting
Analyzing the statement of the historical cost can influence the financial planning and its implication. The overall statement related to finance and transactions and its measurements have the ability to evaluate the decisions. The measurement of values and the explanation of the balance sheet that represents the position of the organization helps to fix the assets and the general applications. The principles related to historical cost provide the understanding based on its characteristics. The four crucial characteristics of the historical cost that help to meet the objectives of Management accounting are relevance accounts, reliability of the account, comparability that can show the differences, and understandability. 
Financial planning
The requirement of financial planning evaluates the determination of both the long and short-term financial objectives of an organization. Raising funds after deciding the sources and their appropriate implication is the active part of financial planning. Management accounting with financial planning helps to provide a critical understanding based on the way the finance can be used to develop product level. Taking decisions by understanding the issues of the share capital and the preferences evaluates the organizational function in a managed way and also helps to reach the objectives of Management accounting. Also, financial planning helps to evaluate the decisions that fall under effective strategies. These strategies are utilized in different parts of the organizational performance quality development to meet the management accounting objectives. 



