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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]

Some formulas used for calculation:
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Break even units = 350 000 / (11 – 6) = 350 000 / 5 = 70 000 units 
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In revenues we use the Break-even sales 

Total costs 350 000 + (6 x 70 000) = 350 000 + 420 000 = 770 000 pounds
Total revenues at break even point = 11 x 70 000 = 770 000 pounds


(b) Calculate the profit made on sales of 75,000 units.	[10 marks]


Profits = Total revenues - Total costs 

Total revenues = 11 x 75 000 = 825 000 pounds 
Total costs = 350 000 + (6 x 75 000) = 350 000 + 450 000 = 800 000 pounds 

Profits = 825 000 – 800 000 = 25 000 pounds


(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]

Profits = Total revenues – Total costs 

Total costs = Fixed costs + Variable costs + Advertising 
Variable costs increase per 1 pound, so 6 + 1 = 7 pounds per unit

Total costs = 350 000 + 7 x 80 000 + 10 000 = 350 000 + 560 000 + 10 000 = 920 000 pounds

Total revenues = 13 x 80 000 = 1 040 000 pounds

Profits = 1 040 000 – 920 000 = 120 000 pounds

(d) Discuss the limitations of break-even analysis.	[15 marks]

     The break-even analysis relies on calculating the margin of safety for a company. It can be summarized as calculating the revenues and the costs that are associated with those revenues to be achieved (Saywell and co, 1995). 
Briefly said, the break-even analysis describes how many products should be sold in aim to keep the business viable as costs (Saywell and co, 1995). A simple calculation can illustrate the break-even analysis: 
Break-Even Quantity = Fixed Costs / (Sales Price Per Unit – Variable Costs Per Unit)
     Any management method must be critically analysed by looking at the advantages and disadvantages. This analysis has some obvious limitations: 
•	The main disadvantage of the break-even analysis lies in the structure of the costs. To succeed in accurately determining the fixed costs and the variable costs a more profound approach is needed and that is why the break-even analysis is literally inappropriate for more complex businesses where costs can vary and change (Alnasser and co, 2014). 
•	Another big disadvantage is that the method does not evoke threshold effects. This means that for a higher turnover (example of 20%), we can have fixed costs that increase like the payroll (having one more employee to cope with the increase in turnover) (Ndaliman and Suleiman, 2011).
•	The third big disadvantage is that it could not accurately predict any changes in the coats, e. g. more R and D, or sudden increase in taxation, etc. It is just a bit static method and the modern business should be more dynamic and flexible (Alnasser and co, 2014).  
The advantage of the method lies in its ease of use. The breakeven point can be calculated easily, so for not very complicated small businesses with fixed costs it may be sufficient. (Ndaliman and Suleiman, 2011).

QUESTION 2


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

Management accounting is a management tool that meets the need for external and internal figures for managers, in order to measure the performance of the organization and to have data to help decision-making. Management accounting allows an action on the behalf of the people who make up the organization, in particular their involvement and their motivation (Korneeva and Kosheleva, 2020). It uses cost accounting techniques by updating them (e.g., activity-based cost method) and expanding the scope of analysis (e.g., cost of quality, hidden cost, value analysis and target cost) (Dacian, 2010).
Of its part, the management accounting is closely related with the whole communication between the company and the state. The legislation requires that companies prepare financial accounts for tax purposes and that is the crossing point of interests between the businesses and the state where management accounting intervenes: the accounts prepared let the state to monitor the real performance of the companies and to fairly make them to contribute to the national tax system. 
The tax to be paid is calculated solely on the basis of those accounts by weighing the costs that the business has, the sales that it makes and the profits that should be subject of taxation. So, it is a fair manner not to take from the business more than what is reasonable (Dacian, 2010). 
Through the tax accounts the state authorities can impartially assess how does the business work: 
•	how does the company plan its activities, 
•	what does it expect to achieve, 
•	how does it control the work, 
•	how does it take their business decisions. 
Financial documentation is the proof on how the business is going and how business decisions are impartially taken. Through those accounts the state can spot the businesses that are not legally operating or are not involved in frauds, especially when their accounting documentation does not follow the maths logic (Dacian, 2010).

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

    The techniques by which the management accounting can achieve the relevant objectives for planning, controlling and decision-making within the business, are various. They are multiple and can be outnumbered as following, but within the management accounting each of them should be used appropriately (Alnasser and co, 2014):
· Margin analysis – It analyses the levels of the company’s margins, compared to those of competitors. It reveals the more or less strong strategic position of the company in its sector. The operating result, which represents the profits generated by the operating cycle, holds a central place in the analysis of the income statement. The constitution of the balance is from the following elements: 
▪ turnover: broken down according to its growth rate in volume and price, it is related to the growth rates of the market or sector; 
▪ production: it gives rise to reflection on the level of unsold items and the accounting valuation of stocks, as overproduction may herald a serious crisis; 
▪ consumption of raw materials and external consumption: they must be grouped together according to the main items (materials, transport, distribution costs, advertising, etc.) and assessed in terms of quantity and price; 
▪ added value, which is an index of the company's integration into its sector of activity; 
▪ personnel costs: they make it possible to assess staff productivity (turnover / average workforce, added value / average workforce) and the control of company costs (personnel costs / average workforce); 
▪ depreciation allowances: they refer to the investment policy.
· Constraint analysis – most useful for project management. After having defined - precisely and in writing – an idea, creators are able to determine and assess the various constraints inherent in the project. The notion of "constraint" should be understood as: 
- a requirement: for example, an obligation to obtain an operating license, 
- an element of vulnerability: for example, the shortage of personnel with the qualifications necessary for the project, 
- a latent danger: for example, the risk of piracy by more powerful than oneself. It is therefore essential to clearly identify these constraints and to determine how they could be mitigated, overcome or eliminated.
· Capital budgeting – Capital budgeting, and investment valuation, is the planning process used to determine whether an organization has long-term investments such as new machinery, machine replacements, new factories, new products, and research development projects. are worth the cash funding through the company's capital structure (debt, equity or retained earnings). It is the process of allocating resources for capital, or investment, expenditure. One of the primary goals of investing in capital budgeting is to increase the value of the company to shareholders.
· Inventory valuation and product costing – Managing and valuating inventory for a retail business is essential. This is often one of the biggest costs, as well as being the main source of income for the business. This delicate balance is why it can be helpful to better understand how to track, understand, and improve the cost of inventory in your accounting. Simply put, calculating the cost of inventory helps retailers estimate the value of their merchandise.
· Trend analysis and forecasting – A market trend analysis involves examining past and current market data and highlighting dominant market and consumer models. By taking into account changing consumer preferences and broader market trends, companies are able to develop scenarios and implement full proof marketing strategies.
      Each of these techniques is used on different level. Margin analysis is important for all the stages: planning, control and decision-making. But on the stage of planning, it is important to be applied both e. g. with the inventory valuation and product costing in aim to determine how much to produce and how much to stock. The constraint analysis should also find place in the planning process, as it helps identify the constraints on the business in the very beginning. In the decision-making process it should be combined with the trend analysis in aim to predict the future of the business. The capital budgeting is important during all the three stages as sudden capital investments depreciation can badly impact the business (Alnasser and co, 2014).


END
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Break Even Units Formula

Break Even Fixed Costs

Units

SP-VC

SP = Selling price per unit
VC = Variable cost per unit
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