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Question 1-

	Given that,
	 
	Value in £

	current selling price
	11

	total of variable costs per unit
	6

	fixed costs of production
	3,50,000

	company currently sells in units
	75000



a) Calculate the break-even point (in units and revenues) of product A for Kerrigan Ltd.-

	Break even point (in units)-
	 
	 
	 
	 

	product A BEP =
	Fixed Costs ÷ (Sales price per unit – Variable costs per unit) 

	 
	  = 350000 / (11 - 6)
	
	
	
	 

	 
	 = 350000 / 5
	
	
	
	 

	 
	70000 units
	 
	 
	 
	 

	
	
	
	
	
	
	

	Break-Even point (sales dollars) 
	 
	 
	 
	 

	product A BEP =
	 Fixed Costs ÷ Contribution Margin
	 
	 

	 
	  = 350000 /  0.45
	
	
	
	 

	 
	777778 £
	 
	 
	 
	 




b) Calculate the profit made on sales of 75,000 units.

	when sales units are 75000 then profit =

	sales units
	
	75000

	selling price per unit
	11

	total sales value
	
	825000

	Less: variable cost
	450000

	(per units variable cost @ 6)
	 

	Contribution
	
	375000

	Less: Fixed cost
	
	350000

	Profit
	 
	25000





c) Calculate the new profit figure for the improved product-

	when sales units are 80000 for improved product then profit =

	sales units
	
	80000

	selling price per unit
	13

	total sales value
	
	1040000

	Less: variable cost
	560000

	(per units variable cost @ 7)
	 

	Contribution
	
	480000

	Less: advertising expenses
	10000

	Less: Fixed cost
	
	350000

	Profit
	 
	120000




d) 
Break even analysis-
Creak even point is referred to that point which defines the production volume where costs in total of business is equivalent to that of the total volume of sales which creates the situation of no loss and no profit in an entity. At this point of creak even the any product below this level results into losses for business and when the production level exceeds this pint it generates profits for business. Hence it is considered to be that basic level n the business which is to be attained for production purpose in order to recover all its cost of production which may be variable or fixed. 
Hence in case of break even, Sales after reduction of variable cost results into contribution per unit and when fixed cost is reduced from such contribution this results into deriving profits for business if any. 
Hence whole considering the contribution attained, it can be stated it is sufficient cover up the costs which are fixed in nature till that level and anything below that level is not appropriate to cover the fixed costs. 
Usage & advantages of break even analysis-
While considering the usage of CEP it can be stated that this method is used for determining the sales price which can be set by the business for attaining the required margins of profit. This method also helps in fixing the volume of sales in order to shield the ROCE (return on capital employed). The estimations of profits and the various types of costs due to variation in volume is also possible. This method also provides with the determination of sales mix to attain profits and to make inter firm comparison as well in terms of such determined profits. All this advantages and usages helps this method to management in making decisions effectively. 




Limitations of break-even analysis-

i) Since the assumption on which the break even analysis is based is that all the expenditures and costs can be segregated clearly into two major components which are variable costs am fixed cost. But on practical terms it is very difficult for a business to attain the clear segregation for these two components of costs that in variable type and fixed type. 

ii) As per this analysis of Break even, which also assumes that there is consistency in the fixed costs of business at each level of operations of activity. Whereas in practical aspects it shall be noticed that fixed costs also doffers after a certain point of activity or operations. 


iii) The analysis of break-even is also based on the assumption that the costs which are variable in nature difference in proportionate to that of the output of operations in units or volume. Whereas in practical aspects such variable cost definitely differs as per the change on the output but it is not necessary that always the changes that takes place in the variable costs is directly in proportion with the increases in volumes.

iv) The other assumption on which the analysis of Break-even works is that the selling price of product does not change which provides with the revenues in straight line which is not always applicable and is also not correct. This is because the product’s selling price depends upon the various factors such as competition, supply, demand, etc. in the market and economy hence it is too difficult to keep selling price in consistency.

v) The other assumption which is considered while analysis in the break-even is that either the single product shall be produced or when the combination of products are available or the product mix, both of them shall remain the same which is practical not possible in business environment. 


Question 2-
Management accounting refers to that principle which differs from that of usual accounting of financial nature or book keeping. Since it is related closely but still it is more connected to utilising the financial information for helping the management to make informed managerial decisions. Hence it differs from that of the day to day matching of transactions and more focused towards the estimations ad forecasting function which enables to have decision making for future period or long term. 
Importance of management accounting-
i) Planning- since management accounting helps the management in making proper planning for the activities of future in effective manner. This function helps to provide wot all sort of data whether non-financial or financial to the managers and top management at constant basis. This available information is then used by the managers for having better forecasting and analysis so that effective plans can be made. 
ii) Decision making process- Through the management accounting the decision making becomes effective and efficient since it plays crucial role. The analysis and collection of information of financial nature in an organisation is done through a management accountant for its simplification and better interpretation in detail through charts, graphs and tables. This helps management in bette5 understanding of the affairs of business so that right decision can be taken at time. 
iii) Performance measurements- management accounting helps in proper measuring and monitoring the organisational performance as a whole. It users various tools and methods that helps in proper measuring the performance of business through the prior established standards for determining the deviations a differences. Such deviation are then being identified by the managers at various level so that timely actions regarding them for their correction cab be made. 
iv) Enhances efficiency- this branch of accounting helps to enhance the overall business efficiency with in the business. The management accounting helps to set the target in advance for each segment, department and division. It also helps to keep ab check on all targets whether they are being attained properly or not. This enables fuller utilisation of resources which in turn increases the efficiency of business as a whole.   
v) Increases profitability- management accounting has a crucial role to play in attaining the profit targets an increasing them with time. This helps the company in incurring its costs systematically and consciously so that all additional and non-relevant expenditures can be avoided. The use of techniques of management accounting like capital budgeting or budgetary control helps the business in expense reduction which also provides with the netter profitability and high earnings. 
vi) Gives reliability- management accounting helps in attaining the dependability in the decisions of management that helps in providing with the information genuinely. The usage of proper tools scientifically and the techniques in analysing the information of an entity help management to effective operations of business. 


Management accounting differs from financial accounting-

	Management accounting
	Financial accounting

	This is refers to that system in which information is provided relevantly to the opt management for the formulation of policies, strategies and plans that help in effective running the business is termed  as management accounting
	This is refers to that system of accounting which has its focus on the preparation and presentation of financial information in financial statement which helps to provide the crucial information to the users and stakeholders.

	It is not compulsory for the business to use or apply management accounting
	It is compulsory for the business to use or apply financial accounting

	This system of accounting contains both type of information non-monetary and monetary. 
	This system of accounting contains only one type of information that is monetary.

	This system helps the management in making decisions and planning that gives information in detail for crucial matters.
	This system provides the financial information for its external users and stakeholders

	It does not have a specified format
	It does have a specified format

	Information in this system is used for internal users or management only
	Information in this system is used for external and internal users or management both.

	In this system the preparation of reports is done as per the requirement or need of business which may be half yearly, quarterly etc. 
	The preparation of financial statement is during the completion of period of accounting which is mostly year end or one year

	In this system of accounting the preparation of reports is done in detailed and complete manner for various different data and information of business.
	This system provides the reports in systematic manner and summarised way regarding the position and performance of business in financial terms

	In this system the information is neither required and needed to be audited and not to be published by the statutory auditors
	In this system the information is required and needed to be audited and published by the statutory auditors

	
	





b)	Three techniques by which the management accountant can achieve the objectives of management accounting-

Management accounting-
Management accounting is referred to that system of accounting in which the functions like identification, measurement, analysis, interpretation and communication functions are being followed regarding the financial data and information which is being delivered to the managers for attaining the goals of business. This system enables the managers to use the information of accounting for making informed decisions so that better assistances can be given to the management for enhancing their performance through the function of control. These decisions help the business in managing its operations on daily basis in effective manner as per the goals and objectives of business. 

Objectives of Management accounting-
· This system helps the management in proper planning and forecasting the activities of future and the manner in which they are to be carried. This also involves estimation made that helps in goal setting, formulation of policies and providing with the alternate sources for performing the actions. 
· Management accountant helps in the proper and detailed presentation of information in manner which is non-technical and intelligible as well. This helps the management for data interpretation financially and determining the alternate way for doing activities that guides the management for decision making which is appropriate for results to be achieved.
· Management accounting helps the managers and management for determining the loop holes and weaknesses in the business so that timely actions can be taken for their corrections for such issues which are deviation from the set standards. Through this system management discharges the function of control that can be successfully done through standard costing and budgetary control. 
· Management accounting helps in providing the management with the feedback regarding the diversification and engagement of business in order to run in an efficient manner. This is the crucial contribution by management accountant in providing with the data of accounting for their recommendation to the management so that better alternatives can be given for which the methods of standard costing, CVP analysis, capital budgeting, marginal costing ,etc. is used. 

Three techniques used are-
i) Financial planning-
The techniques used by the management accounting is that of financial planning that helps to decide at earliest regarding the necessary financial activities which are having the concern or primary nature in terms of objectives. This also includes financial objectives of short and terms and long term that helps in policy formation and development of procedure financially for attaining the objectives. The financial policies plays such a crucial role which is difficult to emphasise for attaining the returns at their maximum on the employment of capital made in business. The policies of finances have also relation with the evaluation of amount of requirement of capital, the sources from where the funds are to be procured and also looking at the distribution and determination of proper and suitable investment level in different assets. 
ii) Analysing of the Financial Statements-
The other management accounting techniques which is used for attaining the objectives of such accounting system is analysing the financial statement. In this technique the attempt is made for the analysis of evaluating the meaning and the relevance of the data of financial statement in order to make estimations for the future prospects an future earnings, the capacity of the entity to deal with its debt component and to make the payment for the interest of such debt, analysing the maturities of debts undertaken and the profit aspects for the effective policy of dividend. The technique for such evaluation is done through the financial statement in comparative form, statement of cash flow and fund flow, trend analysis and analysis of ratios. These techniques results into presenting the financial information in such a manner so as to help the managers, creditors, investors and executives of business. 
iii) Techniques through Statistics and Graphs-
The management has its failure or success depending the information it requires has been provided to them or not in adequate and right manner. When the right information is provided in right manner then the management is able to function as per the objectives and able to conduct the controlling, panning and making of decision in effective manner. Management accountant also helps in preparing the reports which are required by the management so that appropriate information can be carried to them at all levels through proper collection of information and data which is then provided in form of proper reporting method. 
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