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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:

(a) Calculate the break-even point (in units and revenues) of product A for Kerrigan Ltd.	[10
marks]

Fixed costs ÷ (Selling price - Costs per unit) = Break-even in units
£350,000 ÷ (11-6) = £350,000 ÷ 5 = 70,000 units

Break-even in units * Selling price = Break-even in revenues
70,000 * 11 = £770,000 revenues
(b) Calculate the profit made on sales of 75,000 units.	[10 marks]

Sells units * Selling price = Revenues
75,000 * 11 = 825,000

Sells unit * Variable costs = Total variable costs
75,000 * 6 = 450,000
Fixed costs – 350,000

Total variable costs + Fixed costs = Total Costs
450,000 + 350,000 = 800,000
Revenues – Total Costs = Profit
825,000 – 800,000 = £25.000 profit

(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]

Fixed cost + Campaign costs = New fixed costs
350,000 + 10.000 = 360,000
Variable costs + Increased variable cost = New variable costs
6 + 1 = 7
New variable costs x Expected units = 
7 * 80,000 = £560.000
Increased selling price x Expected units = Revenues
13 * 80,000 = £1,040,000
New revenues – (New fixed costs + New variable costs) = New profit
£1,040,000 – (£360,000 + £560,000) = £1,040,000 - £920,000 = £120,000 profit





(d) Discuss the limitations of break-even analysis.	[15 marks]

Break-even analysis helps companies to understand  Returns and Costs in relation to their sales. In the case of Break-even returns through sales become equal to the cost of a product. 
Break-even analysis helps to establish the relationship between cost, volume and profit, and also gives an insight in planning and controlling the profit.
In Break-even analysis, companies make no profit or undergo no loss, and that point of sales is known as the Break-even Point. (Singh, Gupta, 2020)
According to Atrill (2017), there are three general limitations of break-even analysis:
1. Non-linear relationship- this is the case where break-even analysis presumes that total variable cost and total revenue lines are perfectly straight whit respect to the volume of output. Since small changes in strict linearity are unlikely to be significant compared to other forecast errors, it can be extremely difficult to predict future costs and revenues.
1. Another limitation of Break-even analysis (Stepped fixed cost) occurs when assuming all the costs are fixed costs over the whole range of activity. The problem is because many activities will involve various types of fixed costs such as rent, salaries, administration costs.
1. Multi-product businesses it is the case where most companies provide more than one product or service. This can be an issue since additional sales of one product may affect sales of another of the company's products. Another limitation here occurs in identifying the fixed cost associated with a particular product. As an example, work on two products may be carried out in the same rented accommodation. There are situations of dividing the fixed cost between products, but these can undermine the value of the break-even analysis.














QUESTION 2

(a) Discuss the importance of management accounting, and how it differs from what financial accounting provides.
[25 marks]

Management accounting provides helpful information to management in order to facilitate the decision-making process. It also serves the needs of internal management only. 
Management accounting deals with the transactions related to the future and covers the area of financial accounts, cost accounts and taxation. 
Monetary and non-monetary transactions (both quantitative and qualitative aspects) are also part of Management accounting. (Mehta, 2021)
The importance of management accounting occurs from its function within a business. With the help of the information provided by Management accounting, managers can take decisions that can have a profound effect on all those connected with a business, such as investing in particular projects, selling particular products and so on.
Another important aspect of Management accounting is that it helps to plot the future path of the business, it helps managers decide how the limited resources available to the business should be allocated between many other options.
Management accounting differs from Financial accounting on the level of nature of the reports produced; management accounting tends to be for a specific purpose, while Financial accounting tends to be for a general purpose.
In terms of detail, Management accounting is often very detailed, while Financial accounting is usually having a broad overview. 
On the level of Regulations, Management accounting is unregulated, Financial accounting usually is subject to accounting regulation.
Management accounting tends to provide financial and non-financial information and often use this information cannot be verified. Financial accounting focuses on financial information with a great emphasis on objectives and verifiable evidence.
The reports provided by Management accounting are usually short as required by managers, on the other hand, Financial accounting needs annual or bi-annual reports. (Atrill et al., 2017)





(b) Discuss three techniques by which the management accountant can achieve the objectives of management accounting.
[25 marks]

To emphasise how a management accountant can achieve the objectives of Management accounting, I have chosen the following three techniques:
1. Margin analysis is beneficial to management accountants in optimising production. It helps with the calculation of the break-even point in order to predict future costs and revenues. The benefits of using margin analysis come in place when it is used as a decision-making tool to maximise the potential profit of a business. It is also helpful with balancing costs and benefits. As an example, when a company decides to increase the production of its products, it needs to take into consideration if the costs of producing more items balance the expenses.
1. Budgeting helps management accountants to promote forward-thinking, usually on a short-term basis. When managers use budgets they can predict and overcome potential problems that may occur in future. Budgets also help managers to compare actual situations with past performance or with what happens in another business. (Atrill et al., 2017)
1. Forecasts. Managers use forecasting in order to predict future states of the environment. As an example, in the hospitality industry, a reliable forecaster has predicted the number of suppliers for next year, it will be helpful for a manager to take account of this information when setting the next year’s sales budget.
These are only three techniques that management accountants use to translate data into useful information that can help the company’s management in the decision-making process.
These techniques help managers to identify, analyse and interpret the accounting information to make informed operational decisions.
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