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Question 1

(a) We know that the value of break-even point equals the value of fixed costs, divided by the difference between the selling price per unit and the variable cost per unit. Therefore, more easily put:

Break-even point (in units) = 

We know that for product A, made by Kerrigan Ltd., the value of fixed costs is £350,000. We also know that its selling price per unit is £11 and that the total of variable costs per unit is £6. We calculate the difference between the selling price per unit and the variable cost per unit: £11 - £6 = £5. Now, we divide the value of fixed costs by the difference we had just calculated, and it would equal to £350,000  £5 = 70,000 units. Therefore, the value of break-even point of product A, for Kerrigan Ltd., in units, is 70,000. 

To calculate the break-even point in revenue of product A, for Kerrigan Ltd., we divide the fixed costs by the profit-volume ratio (or contribution per sales ratio). We, therefore, have:

Break-even point (in revenue) = 

To obtain the value of the C/S ratio, we simply divide the value of total contribution by the value of total sales and multiply the result by 100. Until then, we need to calculate the value of total contribution and the value of total sales. We know total contribution equals the difference between total sales and total variable costs:

Total contribution = Total sales – Total variable costs

The value of total sales would be the selling price per unit multiplied by the number of units:



The value of total variable costs equals the value of costs per unit multiplied by the number of units:



Now, the value of total contribution is:




According to the previous calculations, the value of total contribution, for product A of Kerrigan Ltd., is £375,000. As we have previously calculated, the value of total sales is £825,000. Therefore, the value of C/S ratio would be:



Furtherly, we calculate the value of break-even point in revenue, according to the previously stated formula (knowing that the value of fixed costs for product A, of Kerrigan Ltd. is £350,000):



In the end, the value of break-even point for product A of Kerrigan Ltd. in units is 70,000, while in revenue it is £770,077


(b) We know that: 



We calculate the value of total revenue:





We calculate the value of total expenses:






We now calculate the value of profit, according to the previously stated formula:





The value of profit made on sales of 75,000 units is £25,000.


(c) Starting off, we know that the value of the advertising campaign would add up to the fixed costs of the company, therefore:





The new value of variable costs per unit would be:





The new selling price for the product is £13 and now, the company sells 80,000 units.















The new profit figure for the improved product is £120,000.


(d) The point at which total income and total costs are equal is known as the break-even point. The break-even analysis helps a business owner figure out how many units or how much income is needed to cover all the company's expenditures. We may discover that a break-even analysis is not always the best option due to significant limitations if we do not account for the benefits of a break-even analysis (such as how it aids in setting concrete sales targets and how it reduces risk by assisting in the avoidance of investments that are unlikely to be profitable).

It's impossible to predict demand - A break-even analysis can't tell you if you're likely to break even. Furthermore, because demand varies, even if you believe there is a market gap, your break-even point may be much higher than you anticipated. 

Competition is neglected in break-even calculations - Another disadvantage of break-even analysis is that rivals are not considered. New market entrants may alter demand for your products or cause you to raise your prices, lowering your break-even point.

Excessively simple – For firms with only one value point, break-even analysis is appropriate. Return the initial investment enquiry, which may be too simplistic for your needs if you have a variety of items with varying costs. Furthermore, because expenses might fluctuate in value, your break-even point may need to be re-evaluated and changed in the future.

Dependent on reliable data – The data you collect soon becomes the gold standard for determining the correctness of your break-even point. The usefulness and accuracy of your study will be harmed if you must deal with incorrect estimations or shifting expenditures. It's also worth mentioning that only a tiny portion of expenses are truly variable, and even fixed costs are only fixed to a certain extent.






Question 2

(a) The primary aim of management accounting is to assist a company in increasing, maintaining, or improving its value to its stakeholders. Management accounting is a valuable tool for company planning, decision-making, and control. It helps owners create business plans, operations, and budgets, as well as maximize resource use, improve performance, protect assets, and establish corporate governance and internal control.

Management accounting refers to the internal methods used to account for corporate operations, whereas financial accounting refers to the gathering of accounting data into financial statements. In contrast to financial accounting, management accounting has a specialized focus, is unregulated (financial accounting is regulated by Generally Accepted Accounting Principles, International Financial Reporting Standards, and International Accounting Standards), provides financial and non-financial information (financial accounting only provides monetary reports), and is confidential (financial accounting only provides monetary reports) (financial accounting is concerned with historical records). It has no dependent audits, may be utilized as frequently as needed (financial accounting is done quarterly, yearly), has a future focus, focuses on parts of an organization rather than the whole, and is not obligatory (financial accounting is mandatory for external reports).

(b) The major goal of managerial accounting is to help a company's management execute their duties more effectively: planning, organizing, directing, and managing. Managerial accounting use techniques such as margin analysis, constraint analysis, and capital budgeting to achieve its objectives.

Margin analysis

A margin analysis is a sort of cost-benefit analysis that looks at the costs and benefits of certain business activities or financial decisions. The goal is to evaluate if the new activity's expenditures will be offset by a profit large enough to compensate for them. Profit margin analysis is frequently carried out in a single firm over a lengthy period, such as five to ten years, to see how sales, costs, and profit are changing. Profit margin may also be used to compare the performance of two or more firms in the same industry to see which one beats the others. One of the most common and accurate measures of a company's profitability is the profit margin. Investors are particularly interested in a company's management's ability to produce revenue, reduce expenses, and make profits over time. It's merely a metric for how well a business manages its resources. The income statement is the most important financial statement for profit margin analysis. Management can also utilize profit margin analysis as a warning mechanism. For example, if the profit margin is low or falling over time, it might signal that the company's profitability is at risk. This may be taken as a hint that the company will continue to lose money until it runs out of cash. Management will have to act before that happens.

Constraint analysis

An approach for detecting inefficiencies inside a firm is constraint analysis. According to this perspective, a manager's whole focus should be on boosting the utilization of a bottleneck because the bottleneck is accountable for the company's overall profitability. Focusing on any other aspect of the company has no effect on profits.

Capital budgeting

The process through which a company evaluates possible large projects or investments is known as capital budgeting. Capital budgeting is required before accepting or rejecting a project, such as the development of a new factory or a large investment in an outside firm. Capital budgeting is important because it ensures accountability and quantifiability. The capital budgeting process is a quantitative approach for businesses to assess a project's long-term economic and financial viability. A capital budgeting choice involves both a monetary and an investment commitment. Capital budgeting has several advantages, including the reduction of risk, the simplification of decision-making, and the provision of a financial plan that incorporates internal rates of return, discounted cash flow, and payback period.
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