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QUESTION 1 
Kerrigan ltd. makes a product called A at current price of £11.
Total variable cost per unit is £6
The fixed costs of production are £350,000
The company sells 75,000 units
a) Break-Even point 

Break Even point = Fixed Cost / (Price – Variable cost) =	£350,000 / (£11 - £6) = 70,000 units.	              
70,000 x £11 = £770,000       
Break-even point (in units) is 70,000 units
[bookmark: _GoBack]Break-even point (in revenue) is £770,000
	                        
b) Profit made for 75,000 units sold
Profit = Revenue (Units sold x selling price) – Expenses(Fixed + Variable Cost)
= (75,000 X 11) – (£350,000 + (75,000 X £6)) = 825,000 – 800,000 = 25,000
It can be also calculated:  75,000 units sold by £5 (Unit price – Variable cost) = £375,000 minus the fixed cost of £350,000 = £25,000 profit 

£25,000 profit on 75,000 units sold


c)  New advertising campaign is proposed:

Fixed cost increase by £10,000
Product improvement will add up £1 to the variable cost
New price of the product to be £13
Sales increase to 80,000 units

New figures:
Product selling price: £13                  
Variable Cost: £7 
Fixed cost of production: £360,000  
Units sold: 80,000 units
Calculations: 
(80,000 x £13) – (£360,000 + (80,000 x £7)) = £1,040,000 – £920,000 = £120,000
Profit made on new improved product for 80,000 units sold will be £120,000
d) Limitations of Break-even analysis 
Breakeven analysis are very useful accounting tool, however the analysis have their limitations such as: 
Not considering possible changes in the product price. 
Not considering changes in the variable or fixed cost. Nowadays the prices of the materials tend to change very frequently which could make the breakeven analysis wrong.
Also the breakeven analysis assumes that the business is selling a single product.
Finally this analysis cannot be used for long term projection.









Question 2
a) Management accounting 

Management accounting purpose is to enable the business to extract valuable information for its transactions. This information is analysed and then decisions are made based on the findings of the analysis (Atrill and McLaney, 2016).
Management accounting is assisting the organisational management by provide an overall “picture” of the financial performance and available resources of the business. This in turn help the managers to make better decisions, plan ahead and control the process efficiently (Wood, 2015).
The reports prepared by the management accounting are concerned with the areas of the businesses that have crucial significance of the business. 
The revenue and cost are important to be known by the businesses in order to evaluate how profitable (or not) is the business.
Also Knowing the available cash for the business allows the business to take decisions whether to invest or not. 
The information about the money that the organisation is waiting to receive from clients and money that need to pay to suppliers help the business to prevent liquidity problems.
Also the organisation should have an effective use of resources. Management accounting help the business by tracking inventory levels (McLean, 2018).
From the other side Management accounting differ from the financial accounting as it main purpose is to provide information to the internal users of the business, where the financial accounting aim to other external stakeholders of the business such as; Government bodies and other financial regulators.
The management accounting produce reports without specific requirements and set period, where financial accounting need to comply with the strict rules and regulations. 
Finally management accounting can be a part of a business or not. This is solely depending on the decision of the business owner. From the other side every business should have financial accounting and submit required documents with information to the relevant financial institutions (Atrill and McLaney, 2016). 




b) Techniques used by the management accountant
An management accountant can use a number of different methods to achieve the objectives of management accounting.
Double Entry systems
Double entry is a system that helps the accountants to record transactions. It is a method of adding an transaction as a debit and credit. It shows the movement of the money (from where to where) and so provide a record of the financial transaction of the business (Wood, 2015).
Cost analysis
The business should be aware of its cost in order to make decisions. The cost analysis help the accountant to estimate the best possible price for the product based on the associated cost to produce the product (Atrill and McLaney, 2016).
The cost can be Fixed or Variable. The fixed cost is not directly affected by the produced output, but rather remain the same.
Variable cost from the other side is affected by the number of materials used, working hours by labour and other factors. It is estimated per single unit of the produced product.
The cost analysis are helping the managers to take better decisions by knowing what could be the profit for each product.
Financial planning
Financial planning is tool used to estimate the possible outcome of an business. It is based on the analysis of past periods and compare it to the future periods. It also require analyse of the organisational resource and the liabilities that the business has (Atrill and McLaney, (2016). The management accountant takes into account other external factors such as market, competition and economic situation.





References 
Atrill and McLaney, (2016) Accounting and Finance, 10th edition, Pearson Education Limited.
McLean, J., (2018). 6 Reasons Why Management Accounting Is Important for Decision Making: Dominion Systems: Blog. Dominion Systems. Available at: https://www.dominionsystems.com/blog/6-reasons-why-management-accounting-is-important-for-decision-making [Accessed August 27, 2021].
Wood, F., (2015) Frank Wood's Business Accounting, 13th Edition. Pearson Education Limited.



image1.emf

