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[bookmark: _Toc80982443]Introduction 
This report is going to address several questions regarding the management accounting. The management accounting is an accounting that is used for internal decision making. Therefore, this report has calculated break-even point analysis and profit measurement for Kerrigan Ltd. Besides, this report has demonstrated the importance and difference between the management and financial accounting along with the techniques of management accounting for achieving its objectives. 


[bookmark: _Toc80982444]Question 1
(a) [bookmark: _Toc80982445]Calculation of Break-Even point 
The break-even point refers to the point where the revenue of a company equals its costs. The costs here indicate the costs of production and other fixed costs that are required to produce and to sell that product. The break-even points can be calculated in two ways. One is for determining breakeven points in units and another is one for breakeven points in revenue or sales (Drury, 2016). The formulas used to calculate break-even point are as follows-
Break-Even points (in units) = and 
Break-Even points (in revenue) =                   
Where contribution margin is calculated as follows-
Contribution Margin =  
Therefore, the Break-Even point both in (units and revenues) for Product A of Kerrigan Ltd is calculated as follows considering the information given-
Fixed costs= £350,000
Variable costs per unit=£6
Selling price per unit=£11
Total current sales=75,000 units
Break-Even points (in units) =
				 =70,000 units 
Explanation: The Break-Even points of Product A at 70,000 units indicates that if Kerrigan Ltd produces and sells 70,000 units of product A, there will be neither loss nor profit for the company.


Break-Even points (in revenues) = 
				     =£770,077
Where the contribution margin is=
				     =0.4545
Explanation: The Break-Even points of Product A at £770,077 indicates that if Kerrigan Ltd produces and sells its product A, at a value of £770,077, there will be neither loss nor profit for the company.
(b) [bookmark: _Toc80982446] Calculation of the profit made on sales for Kerrigan Ltd
Considering the above information we can calculate the profits for the company as follows-
Profit= (Total sales revenue-Total costs)
       = (£825,000-£800,000)
      =£25,000 
Where 
Sales revenue= 75,000 units * £11
			  =£825,000
The total costs= {£350,000+ (75,000 units*£6)}
		  =£800,000


(c) [bookmark: _Toc80982447] Calculation of the new profit figure for the improved product
Now, 
Fixed costs= £350,000+£10,000  
 	  =£360,000
Note: The new advertising costs is £10,000 that is fixed costs.
Variable costs per unit=£7 (variable costs increased by £1)
Selling price per unit=£13
Total current expected sales=80,000 units
So, 
New Profit= (Total sales revenue-Total costs)
       = (£1,040,000-£920,000)
      =£120,000 
Where 
New sales revenue= 80,000 units * £13
[bookmark: _GoBack]			  =£1,040,000
New total costs= {£360,000+ (80,000 units*£7)}
		  =£920,000


(d) [bookmark: _Toc80982448] Discussion of the limitations of break-even analysis 
Break-Even analysis is good for understanding the business condition and to assess how much the company needs to produce and sell to be profitable. But there are some inherent limitations in calculating break-even point analysis (Fadjar, 2020). For example, sales are unlikely to be the same as output as there might be some stock of outputs of products. another example could be the unrealistic assumptions that products are sold at the same price over the period and fixed costs remain the same when output changes but they are both unrealistic in business sense. Again the calculation of break even in real business is more complex as a company does not sell only one product as considered in the above calculations. Further variable costs are likely to change with the increase in outputs due to the effects of economic of scale (Kaplan and Atkinson, 2017). 
Therefore, Break-Even analysis cannot be treated as the decision making tools. The way it has been described above. Rather it needs to take as a planning tool for better business performance. 

[bookmark: _Toc80982449]Question 2
(a) [bookmark: _Toc80982450]Discussion of the importance of management accounting and the ways it differs from financial accounting 
Management accounting refers to the branch of accounting that is prepared to identify, measure, analyse, and interpret the accounting information so that the management can use to make informed decisions. As the information of management accounting is used by internal management both to make informed decisions and to develop business strategies, it is crucial for ensuring continuous higher production for the company (Hansen and Mowen, 2019). Besides, there are some other aspects of importance of management accounting including-
Developing plans: The management accounting presents its information at a regular interval to the management. The information includes forecasting, budgets, and their in depth analysis and therefore, it is very crucial for planning of business strategies. 
Making decisions: The management accounting presents its information using various charts and graphs. Therefore, it is easy for management to make decisions (Lewis, 2014).
Besides, management accounting is important for various reasons including reviewing new products performance, products development, identifying and solving problems etc. The management accounting varies from the financial accounting in various formats and they are discussed as follows
	Area of difference
	Management Accounting 
	Financial Accounting 

	Nature of recording 
	The management accounting keeps records of both financial and non-financial information.
	On the contrary, the financial accounting only keeps track of financial information. 

	Users of information and decision making
	Only the internal management of the company uses the information and reports of management accounting for developing strategies and making business decisions. 
	Both the internal and external parties use the information and report of financial accounting for evaluating the company and making business decisions. 

	Purpose 
	The management accounting is prepared to serve and facilitate the internal decision making.
	Where the financial accounting is prepared to present the financial performance of the company for auditing purpose and for communicating with the investors. 

	Format 
	The management accounting does not have any prescribed format to be prepared.
	The financial accounting has a prescribed format guided by the International Accounting Standards. 

	Preparation 
	The management accounting is prepared based on the needs of the internal management.
	The financial accounting is prepared for a specific period of time, generally for one year.


Table 1: Difference between management and financial accounting (Hansen and Mowen, 2019)
(b) [bookmark: _Toc80982451]Discussion of the three techniques that the management accountant can apply to achieve the management accounting objectives
There are several tools and techniques available for management accountant to accomplish the objectives of management accounting. Among them, the three popular techniques are discussed as follows
Margin analysis: Margin analysis involves in dealing with the incremental benefits of production optimisation of a company. For example, under the marginal analysis, the management accountant often uses the break-even point analysis to determine the optimal sales mix for the products of that company. This analysis can help the accountant to achieve the planning objectives of management accounting and to facilitate the decision making (Lewis, 2014).  
Capital budgeting: Capital budgeting is another technique that the management accountant can use the analysed information related to capital expenditure. In this case along with NPV, IRR, etc. the management can achieve the objectives of decision making regarding any project. 
Constraint analysis: The constraints analysis can be used by the management accountant for analysing the business operation and procedures so that the performance can be boosted. For example, management accountant can use this technique to identify the principal bottlenecks or the inefficiencies created by them, and their impact on the ability of the company to generate revenue and profits (Drury, 2016). 
Thus, the management accountant can use these techniques for achieving various objectives of management accounting. 



[bookmark: _Toc80982452]Conclusion 
Management accounting is very crucial for enhancing the business performance of a company. The internal decision making and strategies development is largely dependent on the efficiency of management accounting. Therefore, the management accountant uses several techniques so that the management accounting can function well. The calculation made in this writing shows that the Kerrigan Ltd is a profitable company and it has been operating above the break-even point. 


[bookmark: _Toc80982453]References
Drury, C., 2016. Management and cost accounting.
Fadjar, A., 2020. Factors that Influence Decision Making through the Application of Management Accounting Information Systems. International Journal of Psychosocial Rehabilitation, 24(2), pp.2689-2697.
Hansen, D. and Mowen, M., 2019. Management accounting. Mason, Ohio: South-Western.
Kaplan, R. and Atkinson, A., 2017. Advanced management accounting.
Lewis, R., 2014. Advanced Financial Accounting. Harlow: Pearson Education Ltd.

9

