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[bookmark: _Toc80971857]Question 1.a
To calculate the break-even point, in units, we will use the following formula,
	Breakeven point =                         (Walker , 2011)
From the question, we have the total fixed costs of production in value of £350.000, and we must calculate the contribution per unit using the formula,
	Contribution per unit = Selling price per unit – Variable cost per unit        (Weetman, 2013)
We know, from the question, that the selling price per unit is £11 and the variable cost incurred per unit is £6, so now we can calculate the contribution per unit.
Contribution per unit = £11 - £6
Contribution per unit = £5
Now, we can calculate the break-even point using the formula above.
Break-even point = 
Break-even point = 70.000 units of product A
We can easily calculate the break-even point in revenue by multiplying the break-even point in units with the current selling price.
Break-even point in revenue =  
Break-even point in revenue = £770.000 on product A
[bookmark: _Toc80971858]Question 1.b
We can calculate the profit made by selling 75.000 units of product A by applying the formula 
	Profit =                 (Dyson, 2010)
Total contribution = contribution per unit (from point a)  number of units
Total contribution = £5  75.000 units
Total contribution = £375.000
As we know the total fixed costs, we can calculate the profit generated by selling 75.000 units.
Profit = £375.000  £350.000 
Profit = £25.000
An alternative, easier way, would be to deduct the new number of units from the break even point in units, calculated on point a, and multiply this by the amount of contribution generated by each unit.
Profit = (New units – Break-even point in units)  Contribution per unit
Profit = (75.000 units – 70.000 units)  £5
Profit = 5000 units  £5
Profit = £25.000
[bookmark: _Toc80971859]Question 1.c
This point requires a few adjustments to the figures presented in the question.
The advertising campaign, of £10.000, will increase the total fixed costs from £350.000 to a new total of fixed costs of £360.000. 
The variable cost per unit will also modify, by £1, because of the improved specifications of the product, so this will become £7. Kerrigan LTD. will also be able to sell its product for a higher price, so the selling price will increase to £13, and due to the advertising campaign, the sales are expected to increase to 80.000 units. 
To calculate the new profit figure, we can use both methods presented in point b, but first we need to calculate the new contribution per unit, using the formula on point a.
Contribution per unit =               (Weetman, 2013)
Contribution per unit = £13 - £7
Contribution per unit = £6
Total contribution = contribution per unit  number of units
Total contribution = £6  80.000 units
Total contribution = £480.000
Using the formula presented by Dyson (2010) we can now calculate the new profit figure.
Profit =   
Profit = £480.000 - £360.000
Profit = £120.000


Alternatively, we can calculate a new break-even point considering the new total fixed costs and the new contribution per unit.
Break-even point =                               (Walker , 2011)
Break-even point = 
Break-even point = 60.000 units
Applying the second method of calculating profit, used in point b, we can now check if the profit calculated before is correct.
Profit = (New units – Break-even point in units)  Contribution per unit
Profit = (80.000 units – 60.000 units)  £6
Profit = 20.000 units  £6
Profit = £120.000
[bookmark: _Toc80971860]Question 1.d
Break-even analysis may be a valuable and useful aid when we try to make certain managerial decisions. It is easy to calculate and understand, and provides us with information about margins of safety, about profit and loss at different levels of output and can be used to forecast various targeted profits. As useful as this may be, it also offers some limitations that should be taken into consideration by every manager. We assume that everything used in this analysis will remain constant, like the selling price and all the costs incurred in manufacturing a product. In practice this is not the case, as prices may vary depending on the market conditions, and the costs will not remain the same as external factors might influence the total costs incurred. Another limitation is that the analysis in only applicable to one single product, while in real life most companies sell multiple products or services and allocating the fixed costs to a particular product may prove difficult and arbitrary (Atrill, 2015). The analysis also assumes that input and output volumes remain the same, so there is no build-up on stocks or work in progress. The limitations of break-even analysis are something to consider because of the simple fact that the analysis is too simple. This fails to predict the demand, even if we can calculate our break-even point, this analysis doesn’t provide any insight on how likely that is going to happen. It also depends on how reliable the data presented is, as fluctuating costs can modify it. Another limitation concerns the fact that competitors are not considered. They could influence demand and the prices set by our company. Despite these limitations, the break-even analysis may be widely used alongside other profitability measurements, such as the net profit margin, which will ensure we are getting a better overview on the company financial health.

[bookmark: _Toc80971861]Question 2.a
Management accounting is one of the two main types of accounting that provides internal users with information and financial data that helps them formulate further plans, control effectively financial performance, and make decisions regarding the activity of the business. The other branch of accounting is the financial accounting that provides internal and external users with financial information regarding a business activity but doesn’t provide the answers to questions like what costs were incurred to operate a specific department, or how the business decided to invest in a new project, how prices of products were set. These questions would be better addressed to the management accounting branch. Financial accounting provides an aggregated overview of the company performance, while management accounting present reports that are usually very detailed and provide forecast information as well as historical information (Walker , 2011). Another difference between these two accounting branches is represented by the regulations that they must abide. Financial accounting is subject to regulations imposed by the laws, while management accounting has no regulations from external sources as they present internal reports only. Other differences are the level of detail and the frequency of preparation as well as the range and quality of information presented. While the financial reports are required annually or bi-annually, the management reports are presented as often as the situation requires it. 
Management accounting can help us identify, generate, present, interpret, and use relevant information that would help us to plan business strategies, control activities and make decision based on how efficiently we can use our resources. Management accounting helps us plan for future business development, as it provides the tools necessary for us to know the present situation based on relevant information. Planning business strategies can be done by setting short-term and long-term objectives that are in accordance with our company goals. 
Management accounting can also help us to implement relevant cost analysis which will allow us to differentiate between what costs are relevant and what costs are irrelevant when we decide on what to focus on. Also, we can make effective production decisions by using the information on how cost-effective will be to launch a new product or improve an existing one. Management accounting allows us to create an efficient budget by providing the tools necessary to analyse former actions, uncompleted activities, and future investments. Deciding how a proper budget is calculated and distributed from the business resources is essential on providing each department of the company with sufficient funds to maintain functionality. Management accounting provides deep insight into detailed company finance and the resources used to reach timely decision based on the relevant data. 
[bookmark: _Toc80971862]Question 2.b
Management accounting uses different techniques to achieve the desired objectives and plans. One of this technique is the break-even analysis, which helps us to calculate how many units we need to sell to break-even on our costs and analyse the consequences of changes in various factors. This is used to evaluate the effects of short-term decisions. There is also the idea of contribution that is central to the break-even analysis, that is the “amount by which its selling price exceeds its variable cost” (Weetman, 2013). Knowing the contribution per unit we can now compare it with the fixed costs incurred on producing that unit. To calculate the break-even point, we need to divide the total fixed costs by the contribution generated by each unit. As a result, we will have the number of units that we need to sell so that we don’t register any losses. Any units sold above this point will contribute to generating a profit. This tool will also provide vital information on covering our fixed costs and how we can better manage our variable costs. Managing this cost will increase the contribution and therefore the profit registered. Any change in the fixed costs, variable costs or selling price will result in a modification of the break-even point, thus affecting how much profit are we generating, if any. The break-even analysis helps us to make short-term decisions that will make the product more profitable, considering the factors involved.
Another technique used by managers is budgeting, that has several useful purposes and can be done periodically or continually. There are several methods of allocating a budget. This can be done in increments, by taking the last years performance and changing the budget numbers by a certain percentage, where we think it might be better used. It can also be done by the Zero-based budget, that “requires a completely clean sheet of paper each year and must be justified over again about the budget required” (Weetman, 2013). There are other methods of budgeting that can be adopted but each company must first look at the resources available and then start planning according to those. The preparation of budgets is a valuable exercise because it forces the management to look ahead at what might happen in the future. It can be used as a measure of control by enabling that actual results can be measured frequently and compared to an agreed initial budget (Dyson, 2010). 
Capital investment appraisal is another technique used by managers to make decisions on investment projects by providing information about it and underlining the benefits received from that project. There are several methods of evaluating projects like the payback period, which measures the time needed for the initial investment to be repaid out of the net cash flow of a project. It is easy to calculate and to understand, but it is not concerned with profitability and ignores the timing within the payback period. Another method is the accounting rate of return, which is calculated by taking the average annual profits expected, which include depreciation, as a percentage of the capital invested (Weetman, 2013). This method is easy to calculate and understand and ensures that it measures the profitability factor and overall performance. The disadvantage is that it is based solely of accounting profits and not on any cash flow. The net present value method is a technique that considers all cash flows over the life of a project and makes allowance for the time value of money. This method includes all relevant cash flows and is aligned to the interests of the shareholders. The last technique is the internal rate of return, which calculates the rate of return that will result in the project breaking-even. The value of the discounted rate here must be estimated and if the result is greater than the cost of capital then the project can be accepted.
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