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ACCOUNTING FUNDAMENTALS


Question-1:
a): Calculate Break even point of product A for Kerrigan Ltd:
Break Even Point: Fixed cost / Selling price – Variable cost 
Or, 3,50,000/ 11 – 6
Or, 3,50,000/5 = 70,000 units [Answer]
Break Even Point in revenues: Fixed Cost/PV ratio 
PV Ratio: Contribution / Sales = 5/11 = 45.5%
Break Even Point in revenue: 3,50,000/45.5% or £7,77,778 Revenue [Answer]
(b): Profit on 75000 units sales:
	Particulars
	Workings
	Amount (£)

	Sales
	75000*£11
	825000

	(-) Variable charges
	75000*£6
	450000

	Contribution margin
	
	375000

	(-) Fixed charges
	
	350000

	Profits
	 
	25000



Result: Hence, the profits derived from the sales of 75000 units of product A will be £25,000.
(c): Computing the profits for the new and improved product:
Assuming that the fixed costs remain the same as before despite the changes in output.
	Particulars
	Workings
	Amount (£)

	Sales
	80000*£13
	1040000

	(-) Variable charges
	80000*£(6+1)
	560000

	Contribution margin
	
	480000

	(-) Fixed charges
	
	350000

	Profits
	 
	130000



Result: Hence, the profits derived from the sales of 80000 units of product A with an additional advertisement campaign will be £130,000.
d): Discuss the limitation of break-even analysis:
1. The Break-even analysis calculation is unable to separate the fixed and variable cost are all the figures are kept constant to analyse the break-even units. 
2. The cost and revenue function are linear while calculating break even analysis. Therefore, it directly affects the authenticity of the calculation while developing break even units. 
3. The overall price of the product are required to be constant in break-even analysis. 
4. It develops all variable cost and mainly ignores the semi variable cost of production from the operation.
All the limitations of break-even analysis effects the business operation as the results obtained are not accurate according to the requirement. The following limitations degrades the breakeven point analysis.
Question- 2:
(a): Discussing the importance of Managerial accounting(MA) and its difference from financial accounting:
Importance of MA:-
Planning Guidance- Management-related information is collected through the diverse KPI parameters. This information helps supply an insight to the managers and other top-level executives to plan their business operations ahead of time (Boyd, 2021).
Decision-framing- Decision-making gets easier with the aid of MA as forecasts and analytical suggestions made for specific objective attainment can be used to detect issues beforehand. Resultingly, remedial decisions may be taken.
Strategic Control and Management- The different operations can be fully analysed as per their required modifications to attain the targeted objectives. These operations can then be effectively controlled with the aid of MA budgets to ensure their target achievement (McLean, 2021).
Distinction between Financial and Management Accounting:-
	Basis
	Management Accounting(MA)
	Financial Accounting(FA)

	Defining
	MA creates the framework or mechanism for allowing varieties of records and business reports to be created in a controlled and informed manner.
	FA creates a similar framework or mechanism but for the sole purpose of extracting and directing the information of finances of a business.

	Destined Audience
	The audience of MA exists within the premise of a business enterprise. They, normally, comprise executive managers and working employees.
	The audience of AA exists within and outside the premise of a business enterprise. They, normally, comprise shareholders, investors, lenders and the firm’s managerial executives.

	Reporting frequency
	They do not have any specified reporting frequencies and may be reported monthly, weekly and sometimes even daily.
	They do have any specified reporting frequencies, which are ordinarily either yearly, quarterly, or half-yearly, that is semi-annually.

	Accounting Rules
	The reports usually created here are not based on any official formats as they are internally based. Hence, these usually do not have any legal standards that are to be followed.
	The reports usually created here are based on the official formats and rules of IFRS regulations and GAAP. These usually have uniform legal standards to be followed.

	Focus
	MA reports and respective budgets are created based on the vision of the future (Jackie, 2012).
	FA reports are created based on the outcomes derived from past or historical events.



b) Three techniques by which management accountant can achieve the objective of the management accounting:
The following are the management accounting techniques used for exclusive management accounting practices. 
Marginal costing: Marginal costing highlights the cost techniques for accumulating the marginal costing system. In addition to that, the marginal costing techniques is very much beneficial for management accountant to derives change in total cost in terms of quantity produced has increased (Valatin, 2022). Therefore, marginal costing system is the cost calculation for producing one more unit of goods. For example, if an existing company is developing a new factory for producing one more unit of goods, the cost of building the factory is the marginal cost. 
Differential cost analysis: It refers to the difference in total cost between two acceptable alternative courses of action from sales volume to price. In addition to that, management accountant mainly executes this course of differential cost analysis to derive the financial decision-making of the company operated during the year (Pinzari et al., 2022). Moreover, differential cost analysis focuses on the business operation of the company for effective decision making in terms of controlling sales volume and price fluctuations. For example, it calculates the difference in two cost of alternative such as price of Product A is £5000 and price of Product B is £4000 the difference is £1000. 
Break even analysis: It derives the actual units required to sell by the company during the year. In addition to that, the break-even analysis includes fixed cost, selling price and variable cost which are ascertain to derive the actual number of units required to develop the profit margin (Moins et al., 2022). Moreover, management accountant uses this technique to derive the final cost of new product within the market of the company. For example, A company is selling 40 units which is accumulating a loss of 15 pounds for the company. Thus, the calculation of break-even points will highlight that the company is required to develop 50 units of production to increase the profit margin.
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