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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: 
1. (a)  Calculate the break-even point (in units and revenues) of product A for Kerrigan Ltd. [10 marks] 
2. (b)  Calculate the profit made on sales of 75,000 units. [10 marks] 
3. (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] 
4. (d)  Discuss the limitations of break-even analysis. [15 marks] 
QUESTION 2 
1. (a)  Discuss the importance of management accounting, and how it differs from what financial accounting provides.
[25 marks] 
2. (b)  Discuss three techniques by which the management accountant can achieve the objectives of management accounting.
[25 marks] 












Calculation

Question 1 (a) 

Contribution per unit = selling price per unit – variable costs per unit = 11 – 6 = 5£ per unit

Breakeven point in units = Fixed cost / contribution per unit = 350,000 / 5 = 70 000 units 
The Kerrigan Ltd needs to sell 70 000 units to make a balance between loss and profit.  

Breakeven point in revenue = BEP units * SP per unit = 70 000 * 11 = 770 000 £
If the company will sell 70 000units with the price of 11£ then they will record a profit of 770 000£.

Question 1 (b) 

Profit = sales – costs = 825 000 – 800 000 = 25 000 £

Sales = 75 000 units * 11£ selling price = 825 000£

Costs = variable costs + fix costs = 450 000 + 350 000 = 800 000
Variable costs = 75 000 * 6 = 450 000
Fix costs = 350 000£

Profit = (75 000 – 70 000) * 5 = 25 000 £

Question 1 (c) 

New selling price = 13£
New variable costs = 7 £ (6 +1)
Total Variable costs = 80 000* 7 = 560 000
New fixed costs = 360 000£ (350 000 + 10 000 advertising costs)
Total costs = 560 000 + 360 000 = 920 000
New sales volume = 80 000 * 13 = 1 040 000
Profit = sales – costs = 1 040 000 – 920 000 = 120 000£

New contribution = 13 – 7 = 6 £ per unit
New BEP = 360 000 / 6 = 60 000 units 
Profit = 80 000 – 60 000 * 6 = 120 000£

New profit figure for the new product is 120 000 £, which means the company is moving in the right direction and sales exceed the costs that at the end they will make a profit. 


Question 1 (d) 

Limitation factors of break-even analysis are:
Assumes variable costs increase at a steady rate in line with activity – for example, if we want to sell more, we need to be producing more and stock up on more raw materials, but we can not purchase unlimited quantity of material because we are limited in resources like money, labour or space. If we focus on maximizing the contribution per unit it could increase our profitability but also applicability of break-even analysis is temporary only. (Dyson, 2010).

Few costs are fixed, for example salary paid to delivery man or electrical bills, they are not change but sometimes they can be variable, and it is difficult to calculate or can be ignored in producing short managerial decisions. Other costs such as variable costs of material, labour is changed and depended on sales. Also, breakeven analysis does not consider discounts or other cash savings while procuring raw material.

Analysis is complicated to do if the company have some products not gust one. In this case, fixed cost can be appropriate to the difficult product.

Break even analysis also ignore a lot of factors such as Covid – 19, inflation or changes in market conditions that certainly affect the demand and supply. In addition, Breakeven point just assumes that everything works correctly, and ignored various laws such as law of diminishing and increasing return which is not possible to have invariable figures of costs because in business the costs always can be changed. (Shrotriya, 2019)


Question 2 (a) 

Management accounting is primarily involved in making business decision especially when starting a business such as - the established the cost, maintaining a budgeting and investment. In other words, management accounting functions are meanly for internal stakeholders who planning step by step the business activity, monitoring, protect and control all resources necessary to achieve the proposed result and make a profit and increase value of other stakeholders but financial accounting is the process of identifying collecting measuring analyzing financial and economic information for recording business transaction, preparing statement of financial position, and reporting on its financial position. Accounting is not just math but requires diverse knowledge to be able to understand all aspects of a business. (Sangster and Gordon, 2018)
Management accounting contains three basic functions: planning, decision, and control of performance. 
· Planning – then we start our own business first needed to formulate the business strategic plan and propose what we want to achieve. At this stage we are planning activities and budgets for the own business for example if we want to open a coffee shop and at this stage we are thinking about budget, how much we needed to invest in this business and calculate if have enough money to spend, where bay the machine and the rest products. 
· Decision making - at this point the managers need to supplying information about cost and if the activities will also bring profit, maximize the contribution per unit that makes a profit, determining the price of goods and services is also a very important decision. 
· Control – when the plan is done, we can efficiently control resources and make sure that the money is focused on the busines and do not spend for personal needs. 
In addition, we need to review performance for example investigate the possibility of purchase resources at minimum cost and get maximum useful return, also respect open hour every day.
Safeguarding assets for example after working day safe the money and other resources that we have. (Atrill, 2016)

If we compare financial accounting with management accounting, we could say about management report is:
· Private – because management accounting reports is only for internal use and access does not have everyone, financial account is prepared for all people, for example if I want to check the financial information about Tesco, I can easily find this information, does not can say about management accounting because is not for public access. 
· Specific focus – management report has a particular target which help to make the business decisions, but financial account is focused to be more general purpose, like prepare income statemen and statement of financial of financial position. 
· Detailed – to be effective when we make the decision is necessary to explain more detailly about all position in the business but in financial accounting report we use only numbers and calculation. 
· Not regulated – there are not standards or regulations to follow because this information is only for internal access.  However, financial accounting is governed by several of accounting standards that are the same for all types of business. 
· Frequency – management reports usually can be prepared daily, weekly, monthly, or yearly than financial accounting reports which prepare only once a year. 
· Forward looking – management accounting reports provide information about the future, which is found in the financial accounting statements, that provide dates about past performance. 
· Financial and non-financial information – management accounting reports include both financial and non-financial information, but financial accounting reports is much more about financial detail and do not contain something else. (Walker, 2011)


Question 2 (b) 

 The three decision making techniques are: Break Even Analysis, Budgeting, and Investment appraisal.

Break even analysis is when cost is balanced to sell, when the company is no make profit or loss. As a result, this analysis can provide information, such as whether the revenue can cover the costs incurred of the product. Also, having this information, management can produce diverse business decision, such as related by setting prices, the required number of sales or spreading for loans if necessary. Break-even point demonstrates for example how many cakes I need to make and sell to cover our expenses and do not generate loss. (Sintha, 2020, p.2)
For calculate breakeven point, first I need to calculate contribution per unit, which is selling price per unit subtract by variable cost per unit also, this contribution is calculated on each unit for all clients that I have. The second formula that the company need to apply is fixed costs / contribution per unit, which shows us the break-even point that company need to sell for not loss or profit. Another formula is margin of safety, that the company need to apply to calculate good sell not only what they need to achieve. If the company normal sell 100 cake and break-even point is 50, also I need to calculate how much we need to produce for additional good sell (normal sales – BEP sales = 100-50 = 50 cake) that mean with 50 cake more we need to sell for make profit. (Walker, 2011) 

Budgeting is a set of plans of action prepared before the start of business and to help managers in achieve our goals. In other words, if I know how many resources I have, I will be able to determine how much I can spend.  
Budgets planning in advance permit to focus in achieve goals and to exclude potential problems. For example, planning budgeting it help to determine how much I can spend on foods, transports, it depends how much I received and can not spend more than I make. 

Another purpose is to controlling budgets that can help control the number of resources I have and determine how much to spend.
Co-ordination activities between the different section such as marketing, accounting, production or purchasing it is very important because those work closely together. If department of production do not have the necessary materials for producing is a problem that depends on the purchasing department. Also, coordination, communication between departments is vital component of budgets. 

Budgets also motivate managers and staff in their achievement. In addition, the company must involve people and motivate them to work more competently for better results, profit.
Budgets evaluation it is very important to do at the end of the period for compare how is our perform and where we are. 

Budgets can provide authorisation of expenditure in which the management allocates a fixed amount for activities such as staff development and does not spend more than is allowed by senior management. (Atrill, 2016)

Functional budgets for business such as manufacturing have several steps in realisation for a period that include preparing more budgets. First is sales budget that include panning quantity of sales and control resources necessary to achieve the proposed sales. Also, the information can be gathered from many sources if look at previous year, existing customer, market research or communication with the sales staff who daily work with the products. 
In addition, if sales are more than that of preparing budget, it is a positive condition. After preparing the sales budget, we can forecast production budget in which we will calculate the required quantity in units that we have to produce. In this case use the formula: forecast sales (total revenue, sales budget) + closing inventory (items did produce) – opening inventory (beginning of period), that give exactly the quantity need to produce. 

The next set of budgets is cost of production budget that include materials usage, materials purchase, labour, and overheads. Purchases budget is corelated with materials usage budget (that is Budget production multiplied by raw materials per unit costs), also how cash budget can be affected by overheads (expenses by electricity bills, phones bills, every factory running costs) and labour costs and by capital expenditure (investment in long term assets). 
Preparing the cash budget in advance is important because it give information to know if we have enough cash for our business or if we need to apply for loans. The formula that we need to take in consideration for prepare cash budget is opening cash + receipts – payments = closing cash. Preparing budgets is about control resources and planning business activities for achieve the proposed target. (Atrill, 2016)

Capital investment appraisal

“When money realizes that it is in good hands, it wants to stay and multiply in those hands”
(Koyenikan, 2016). In this quote is talk about investment there is a very important area that in the future can provide benefits. Investment appraisal is crucial because are often invested enormous amount of resources that need create a balance of the total resources. Also, if the bad investment decision was made it will be difficult or much more expensive to save the investment. Moreover, investments decisions need be concentrated with the purpose of the activity. 
In the business investment world, there are four methods that can evaluate the better investment projects, there are:  
· Payback period (PP) – is the period that can be estimated, required for return money which was invested. One of the important things for a good result is that payback period should not exceed the maximum payback period of the project. This method is easy to understand and calculate, also economically, as for disadvantages is not interested about profitability and after payback ignores cash flows and time.

· Accounting rate of return on initial investment (ARR) – the second method is accounting rate of return that can calculate: average annual operating profit divided by initial investment or average investment and expresses in percentage. In this case we need to calculate the profit after depreciation, also in this method it is the opposite of PP methods and we should select the highest ARR, which measuring business performance in advance. It is simple to calculate and provides information about profitability. In addition, when calculate performance, ARR ignore the time factor which means that it does not tell us when exactly we receive money. Another disadvantage is that it is based on profit and not cash flow, which is a vital component that provides the relevant measure. 


·  Net present value (NPV) – in this method we consider all cash flows over the years of the project and makes allocation for the time value of money. The formula which use is the present value of the total cash inflows of initial investment minus the present value of total cash outflows, all discounted cost of investment. One of the important points is that the NPV should be positive, if it is zero which means that the project does not make a profit or loss and the manager decides if wants to accept this project. Also, to calculate a present value we need to know discount factor which is the money equivalent now of the amount paid or unpaid in the future. 
 In terms of advantages NPV can determine in the present how much exactly the company make money in the future with all relevant cash flows, such as whether to sell or spend money and put the cash together. Disadvantages is difficult to understand how to estimate, especially if do not use discount factor table.

· Internal rate of return (IRR) – this is the last method that we use for estimated investment which must be higher or equals to the cost of capital figs at the end of the project. Through this method we can calculate the rate of return that will lead to the breakeven of the project. IRR using the net present value because NPV has a related to invested capital and for calculation using discounting factor table. When calculate internal rate of return we use the lower and higher discount rate and see what happens and select a more convenient project. In terms of advantages this method is easy to understand and calculate which is becoming more popular, also has and disadvantages because if the project has earnings from different investments projects, it will need to calculate more rates of return also it is the same indicator as NPV which gives the double signals. (Atrill, 2016)




Referencing



Atrill, P. (2016) Accounting and Finance for Non-Specialists. 3rd ed. Harlow: Pearson Education. 

Dyson, J. (2010) Accounting for non-accounting students. 8 rd ed. Pearson Prentice Hall.

Sangster, A. and Gordon, L. (2018) Frank Wood’s business accounting. 14nd. edn., New York: Pearson
Shrotriya, V. (2019) Break Even Analysis – the concept and it is utility. Unpublished Vivekanada Global University.

Sintha, L. (2020) ‘Importance of Break-Even Analysis for the Micro, Small and Medium Enterprises’, International Journal of Research- Granthaalayah, 8 (6), pp. 1-8. Available at:
http://repository.uki.ac.id/2044/1/ImportanceofBreakEvenAnalysisfortheMicroSmallandMediumEnterprises.pdf (Accessed 21th August 2021). 

Walker, J. (2011) Accounting in a Nutshell: Accounting for non-specialist. 3rd ed. Burlington: Elsevier Science.

Koyenikan, I. (2016) Wealth for All: Living a life of Success at the edge of your ability. USA: Grandeur Touch
.

image1.jpeg
Prifysgol Cymru

Y Drindod Dewi Sant
University of Wales
Trinity Saint David





